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OPERATE YOUR DOORS FROM 
ANY REMOTE-POINT! 


YA 


The rugged Kin- 
mear’Motor 
Operator Does 
the Work! 


You can speed up traffic, step up efficiency, and boost savings in 
labor-time in your plant with doors that can be opened from any 
number, of convenient points! And Kinnear Rolling Doors have 
many other advantages. They open upward, saving valuable 
floor, wall and ceiling space, and staying out of reach of damage. 
Their rugged, all-steel, interlock- 

ing-slat construction has proved its 

remarkably long life and low main- FINGER-TIP CONTROL! 
tenance — and.it gives you extra 

protection against..fire, intrusion, 

sabotage, wind, weather and acci- 

dental damage. Built.any size, to 

meet any service door requirement 

in old or new buildings. Write ‘for 

details or recommendations. Send 

for Catalog! 

FOR MANY WARTIME NEEDS, 

Kinnear WOOD Rolling Doors, with 

motor or manual control, are available. 

These time-proved doors save vital 

war metals! Write for details. The 

Kinnear Mfg. Co., 2060-80 Fields Ave., 

Columbus 16, Ohio. 
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BE READY FOR POST-WAR BUSINESS 


Appliance manufacturers, jobbers, dealers, and fuel suppliers, now mainly concerned 
with our total war effort, must also be awake to planning for post-war business. The entire 
gas industry confidently looks forward to an era of increased prosperity, the extension of 
areas served by natural gas, and greater developments in the use of manufactured and 
liquid gases. 


We at Barber long ago subordinated our customary line to the making of important 
aircraft parts, but have been able to retain intact our shop equipment and key staff, so 
that the transition back to our regular production will be facilitated. Refinements of de- 
sign in burners and regulators, as well as better production methods, worked out by Bar- 
ber during this wartime production period, will later enhance the value of ali Barber 
products. 


Barber Burners and Regulators are today available only in accordance with Federal 
restrictions. For new uses and new business on conversion burners, appliance burners, 
and pressure regulators, when normal conditions are restored—let Barber engineers plan 
with you NOW. Be ready to get your share of the coming peace-time prosperity. 


Write for complete catalog on ali Barber products. 








BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


PARBER BURNERS 
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Long-Taper 
Reams Easily 


@ This new long-taper reamer removes the burr 
only, reams easily, will not thin or split wall of 
j pipe or conduit. The long-taper does it—and does 
a i it easily, with feather-light ratcheted strikes, sav- 
ing you time and effort. RIZAID  long-taper 
LonGrip Reamer comes complete with ratchet 
i handle or you can buy reamer unit alone for use 
Sold by Supply ; in RIZAID No. 00R threader handle, as shown 
ee i at left. Capacity 4%” to 2”. For easy, safer ream- 
ing—ask your Supply House for this new long- 

taper RIT0I Reamer. Immediate delivery. 


RikeaIb 


* PIPE TOOQOLiS. 
Elyria, Ohio, U. S. A. 
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* this issue, we are pleased to honor Amer- 
ica’s first great electrical genius on the 
occasion of the 238th anniversary of his birth. 
He is our own Benjamin Franklin. We honor 
his memory with the publication in this issue 
(beginning page 108) of the special feature en- 
titled “Benjamin Franklin and Electricity,” the 
text_of which was prepared by the National 
Franklin Committee of the Franklin Institute. 


FRANKLIN is remembered by so many Amer- 
icans. as a patriot, a statesman, and a philos- 
opher. But we think it eminently fitting that 
the members of the public utility profession 
should: cherish him as a sort of patron saint of 
its own—in his role of physical scientist. 


As the article referred to makes clear, Benja- 
min Franklin was without doubt the foremost 
electrical scientist of his. day in the realm of 
unexplored physical theory. Gas, electric, com- 
munications, and transportation men alike can 
well afford to bow in reverence to the memory 
of this noble spirit whose work shortened by 
so many years the coming of more technical 
inventions and discoveries which set up our 
public utility services as we know them in fact. 


Tue Franklin Institute of the State of Penn- 


- 





HARRY SLATTERY 
There are some good reasons why REA co-ops 
are going to pay out. 


(SEE Pace 69) 


JAN. 20, 1944 




















WILLIAM C. FITTS, JR. 
TVA has not only come of age—it is bringing 
home the bacon. 


(SEE Pace 85) 


sylvania was founded in 1824 for the education 
of ambitious youths and the extension of scien- 
tific knowledge. For six score years it has ful- 
filled the aspirations of its founders by ex- 
panding its scientific library, promulgating 
scientific lectures, awarding medals for scien- 
tific achieyement, and its publication activities. 
Aided by the fund Benjamin Franklin left in 
his will to the city of Philadelphia, the institute 
depends for its existence on contributions from 
5,000 members and their friends. 


» 


HE opening article in this issue is by a gov- 
OF ene official whose activities are just 
now very much in the limelight as the result 
of the current Senate Agriculture subcommit- 
tee investigation of the Rural Electrification 
Administration. Harry SLatrery, REA Ad- 
ministrator, comes of fightin Irish stock which 
has never avoided controvetsy; at the expense 
of principle. And, from all accounts, the REA 
probe is turning up some ore controversial 
material. 


Born in Greénville, South Carolina, in 1887, 
SLATTERY was educated at Mount St. Mary's 
College (Maryland) and took law degrees 
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NILEY STEAM GENERATING UNIT 


Partial List of Recent 
Riley Public Utility Units 


Carolina Power & Light Co., Moncure, N. C. 
330,000 Ibs./hr. 1025 lbs.—905°F 
(Ebasco Services} 


Florida Power & Light Co., Lauderdale, Fla. 
300,000 Ibs./hr. 1025 Ibs.—908°F 
(Ebasco Services) 


Houston Lighting & Power Co., Houston, Texas 
400,000 Ibs./hr. 1000 Ibs.—905°F 
(Ebasco Services) 




















Pennsylvania Edison Co., Williamsburg, Pa. 
300,000 Ibs./hr. 975 Ibs.—900°F 
(Burns & Roe, Inc. Engineers) 


Union Electric Co. of Ill., Venice, Ill. 
400,000 Ibs./hr. 1000 Ibs.—915°F 
(Stone & Webster Engineering Corp. Engineers) 





— Commonwealth & Southern Corp. 
Central Illinois Light Co., Peoria, Ill. 
375,000 Ibs./hr. 900 Ibs.—900°F 
cee Southern Ind. Gas & Electric Co., Evansville, Ind. 
5 ful- 225,000 Ibs./hr. 900 Ibs.—900°F 
“sing Gulf Power Co., Pensacola, Fla. 
= 230,000 Ibs./hr. 975 Ibs.—900°F 
ft in Mississippi Power Co., Hattiesburg, Miss. 
re 230,000 Ibs./hr. 975 Ibs.—900°F 
lowa-lllinois Gas & Electric Co., Davenport, lowa 
300,000 Ibs./hr. 975 lbs.—825°F 
gov- City of Los Angeles, Cal.—Harbor Steam Station 
Beis 675,000 Ibs./hr. 1091 Ibs. —915°F 
:mit- : 
ation 
“RILEY STOKER CORPORATION 
EA WORCESTER, MASS. 


rsial BOSTON NEW YORK PHILADELPHIA WASHINGTON, D. C. BUFFALO CLEVELAND DETROIT SEATTLE 
ST.LOUIS CINCINNATI HOUSTON CHICAGO S8T.PAUL KANSASCITY LOS ANGELES ATLANTA 


STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
PULVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 


















8 PAGES WITH THE EDITORS (Continued) 


from Georgetown University: and George 
Washington University. He became secretary 
to Gifford Pinchot in 1909 and became an offi- 
cial of the National Conservation Association 
in 1912. He entered the government service as 
an assistant to the Secretary of Interior during 
the Wilson administration in 1917 and remained 
in that department for many years, rising to 
the post of Under Secretary of Interior in 
1938. The following year he was appointed 
to his present position. 


¥ 


1% this issue we publish another and final 
article in a 2-part series commending the 


achievements of the TVA (beginning page 85), 


written by WittrAmM C. Fitts, Jr., who has 
been general counsel of TVA since 1939. Mr. 
Firrs was born in Mobile, Alabama, in, 1905, 
and after early education in Birmingham and 
New York city he graduated from Princeton 
in 1927 and from Yale University Law School 
in 1929. After several years of private prac- 
tice in Birmingham, Mk. Fitts joined the legal 
staff of TVA in 1934 and rose successively 
through the various legal posts of assistant 
general solicitor (1935-36), assistant general 
counsel (1936), and solicitor (1937-39). 


¥ 


E also present in this issue an article by 

Ernest R. Aprams, well-known finan- 
cial writer, dealing with the impact of war on 
profits of the electric utility industry. 


¥ 


HERE can be little doubt that TVA has ac- 
complished a great deal in bringing the 


ERNEST R. ABRAMS 
Electricity is still the cheapest thing the con- 
sumer can buy, with no ration tickets needed. 
(Sree Pace 78) 
JAN. 20, 1944 


blessings of Federal munificence to the Tennes. 
see valley. There can be little doubt that the | 
people of that area on the whole are gratefy], 
But it certainly comes under the heading of 
man-bites-dog sort of news when the popula. 
tion of an area decides that there can be too 
much of a good thing, along these lines, and 
revolts. We refer to the recent interesting 
organization of the residents of West river 
valley, Vermont, who are fighting the proposed 
Federal dam at West Dummerston. 


ACCORDING to a special dispatch to The New 
York Times on December 29th, this organiza- 
tion, known as Freemen, Inc., broadcast an 
“alarm and an appeal to save the homes and 
to maintain the sovereignty of Vermont against 
invasion by Federal bureaucracy.” A cynic 
might look for possible private utility support 
behind Freemen, .Inc. But the Times story 
tells us that the organizers were men of small 
means and had been able to raise only $180 be- 
tween them until Governor Wills of Vermont 
obtained $10,000 from the state emergency 
board to help the fight. 


AND just what is the fight about? It seems 
that Freemen, Inc:, think the proposed dam, if 
built, would destroy seven villages, “wholly or 
in part” submerging much taxable land, high- 
ways, local industries, cemeteries, farms, and 
homes. Spokesmen for the group say the pro- 
posed dam was dishonestly named and that the 
prime purpose is not flood control but power 
production and that “it is an unnecessary and 
profligate extravagance,” because West river's 
watershed could be controlled without sacri- 
ficing the two hundred-year-old communities. 
This could be done, they say, by constructing 
small dams and retaining basins. 


THE organization urges other Vermont com- 
munities to “join us in our battle against a 
nation-wide danger.” It charges that through 
“a legislative trick” an amendment was slipped 
into the flood-control bill in 1938 permitting the 
Federal government to seize at will the homes 
and property of Americans everywhere with- 
out state sanction. 


WE don’t know anything about the merits 
of this strange revolt in New England. But 
we are moved to observe that things have come 
to a pretty pass when local taxpayers start to 
rebel against Federal spending in their own 
district. The proposed dam would cost about 
$30,000,000. And if it is really true that the 
residents of the West river valley are aroused 
to battle against this invasion by a Federal 
Santa Claus, we are beginning to suspect that 
we have seen just about everything. 


THE next number of this magazine will be 


out February 3rd. Cy 


I €it 
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KARDEX 


SERVICE RECORDS 


prove invaluable* 


oF 
Our gat Mb 


ety for Alabama Gas Company 














importance of service records was never so great 
oday when nearly all gas companies require accu- 
data for use in determining the amount of money 
psted in fixed assets. Since it installed the KARDEX 
tem of Visible Records, the Alabama Gas Co. not 
y has this information instantly available at all times, 
itsimultaneously accomplishes four major purposes: 
A combination property and service record with a 
oss index to account numbers by location. 

A detailed history for service men. 

A Property Record proving fixed capital investments 
s required by the Public Service Commission. 

aster reference, quicker posting and definite pro- 
ection from mis-filing. 

sample record shown here illustrates the story of 
aluable” service this progressive utility tells in the 
er above. For full details, write or telephone our 
est Branch Office and ask for MC-599 “Continuing 
bperty Records of the Alabama Gas Co.” 


00D KARDEX NOW AVAILABLE 
DR IMMEDIATE DELIVERY... 





REMINGTON RAND 


BUFFALO 3, NEW YORK 
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Another Example of VULCAN 
VERSATILITY 


in Soot Blower Design 





Vulcan unit makes notable 

4 year record in latest design, 

twin furnace Foster Wheeler 
steam generator installation 

at Oil City, Pa., station of the 
Keystone Public Service Company, 
operating on fuel relatively high 


in ash having a low fusion point. 






































can unit in twin-furnace Foster Wheeler steam 
erator completes 4 years’ service with NO TROUBLE 
) NO MAINTENANCE. 
.. This despite unusual problems presented by 
el boiler and furnace design. 
.. As the drawing shows it was impracticable to 
all soot blowers from the front of the boiler as the 
hace construction precluded installation of con- 
tional type of elements and bearings to provide 
essary protection and support. 
-. Hence, entry was made at the back necessitating 
rying the elements a distance of about 26 ft., through 
ae and boiler tube banks to the super- 
T. 
.» Passage — high temperature, intermediate 
bperature and relatively low temperature zones, 
s the factor of exceptional length, greatly compli- 
ed the problems of securing adequate thermal pro- 
on, Prgpesi epee and at ae same time 
ide for e: and contraction without er 
we ngd xpansion dang 
polution was found by using HyVULoy element 


section for the high temperature area, VULcrom ele- 
ment oa the gl Ae the balance ned _ 
providing specially designed bearings to ho e 
members in such a way as to eliminate hazard of tube- 
cutting and directed expansion toward the back of the 
boiler, where jt could be taken up by a suitable expan- 
sion joint. 


... Because of the advanced design of this boiler 
involving new features in soot-blower design and con- 
struction, Vulcan engineers inspected the installation 
monthly for many months, but the engineering was so 
sound that no trouble of any kind developed—Results— 
Perfect Operation—Perfect Cleaning—Reasonable Cost 
—And—vULCAN SOOT BLOWERS WERE SPECIFIED when 
a duplicate Foster Wheeler twin furnace steam generator 
was recently ordered by Keystone Public Service 
Company. 

. »» Whatever the characteristics of your boiler and 
setting, fuel, or load, Vulcan engineers can successfully 
solve oa soot blower installation and operating prob- 
lem involved. We invite your consideration of Vulcan 
service with respect to any soot blower 


VULCAN SOOT BLOWER CORPORATION 


DU BOIS, PENNSYLVANIA 
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Henry A, WALLACE 
Vice President of the United® 


States. ; 
{ 


JAMES LAWRENCE FLy 
Chairman, Federal Communica- 
tions Commission. 


Rosert Moses 
Park commissioner of New York. 


Everett N. CAsE 
President, Colgate University. 


WALTER S. GIFFORD 
President, American Telephone and 
Telegraph Company. 


M. W. CLEMENT 
President, Pennsylvania Railroad 
Company. 


Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“Today, Peace II is rapidly coming upon us. By lack 


of planning and the selfishness of so-called hardheaded 
men we can turn Peace II into World War III.” 


La 


“In deciding the matter of extending the normal term| 
of licenses, the commission has always had to consider 
the concept of a license as a public trust and the need 
of the industry for all the assurance and stability that” 
seemed consistent with the public trust concept.” 


& 
“America will fail its men at war tragically and 
excusably if we waste our time in drawing pretty pict 
They do not ask for a strange and unrecognizable Am 


ica... . They ask only for sane plans for the America’ 
they knew, and the right to put their shoulders to the: 


wheel.” 
>’ 

“To permit bureaucracy or government finance to get 
out of hand in the absence of the millions who man our 
fighting fronts would be a fatal betrayal of them and of 
ourselves. Nevertheless, the pressures which. threaten 
the disaster continue to mount and neither of the great 
political parties has so far demonstrated either the will 
or the capacity to resist, much less reverse the trend.” 


¥ 


“To expect widespread unemployment and the end of” 


private enterprise [after the war] is, in my view, not being 
realistic. It is more realistic, I believe, to expect plenty 
of employment and the abandonment of government wat- 
time controls, including taxes that discourage enterprise, 
as rapidly as practical with resulting further progress in 
improving our standard of living and in providing equal 
opportunities for all.” 


¥ 


‘...no other form of transportation can supplant rail- 
road transportation unless unintelligent regulation, exces- 
sive subsidies to competitors, or inequitable taxes shall 
overburden the railroads and-deprive them of their op- 
portunity. Considering their remarkable performance in 
this, the country’s hour of transportation need, it is un- 
thinkable that the American people will not see to it that 
the railroads get fair play in the years ahead.” 


12 
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es PBS Recs 


Cuow TIME ON A 


—— ee, 


Wherever men are in action—in submarine or foxhole, 
in the Mediterranean or the Pacific—they must eat. 


A vast, complex mechanism of supply, transport and 
distribution is required to provide tons of meat, vege- 
tables, dairy products and other foods for our armed 
forces all over the globe. 


The purchase, handling and distribution of all this 

food are sciences entailing a tremendous amount of 

paper work—stock records, inventories, budgets and 
Norden Bombsights other records familiar to quartermasters. 


Years of experience in precision manufacturing 2 ee 
are enabling Burroughs to produce and deliver From the war’s beginning Burroughs has been privi- 


the famous Norden bombsight—one of the most leged to provide a great many of the figuring and 


Precise instruments used in modern warfare. see ® . 
New Sguriin: itll oheivaniieacanaaieinca ake: cles statistical machines which handle the figure work so 
being produced by Burroughs for the Army, Navy, vital to this scientific planning. 


U. S. Government and other enterprises whose 


needs are approved by the War Production Board. BURROUGHS ADDING MACHINE COMPANY e DETROIT 


—— Burroughs 


ING, ACCOUNTING AND STATISTICAL MACHINES © NATIONWIDE MAINTENANCE SERVICE © BUSINESS MACHINE SUPPLIES 
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14 REMARKABLE REMARKS—( Continued) 


Joun B. GontTRUM 
Associate judge, third judicial 
circuit of Maryland. 


MIcHAEL W. StRAuS 
First Assistant Secretary of the 
Interior. 


CHARLES W, GREEN 
Iranklin Square (N. Y.) National 
Bank. 


WENDELL L. WILLKIE 
Former president, Commonwealth 
& Southern Corporation. 


Tuomas E. Dewey 
Governor of New York. 


“The tragic mismanagement, thé rising tide of 
ment and discontent throughout the nation, has b 
creased their [bureaucrats’] arrogant determination 
ther to centralize control in the Capitol and furth 
regiment the lives and private affairs of the Ame 
people. Giving lip service to ‘global democracy and 
dom,’ whatever that may be, they seek’to throttle freed 
and democracy at home.” : 


¥ 


“We have just about finished up with the era of the” 
simple project that turns some water out on arid Jand” 
and does nothing more. Good as those projects were, | 
there remains no great opportunity for your National” 
Reclamation Association or for the [Interior] Depart” 
ment’s Bureau of Reclamation in that field. We already 
have built the best of those projects. and I think that we 
all agree that our future and the future of your communi- 
ties lies in the multiple-purpose project.” 


“It is highly improbable that a generation reared on 
instalment buying, and whose income for years has been 
apportioned in advance of each pay day, will suddenly 
become budget wise and set up their own machinery for 
regular savings. For more than twenty years, manufac- 
turers, distributors, retail stores, instalment loan houses, 
and finance companies have educated our people to buy 
on time. But with the disappearance of consumer dur- 
able goods the economic picture has changed completely.” 


ba 


“For nearly twelve years now we have lived under the 
presidency of one man and under the administration of 
one group ... power so long held breeds within itself 
certain abuses which will ultimately destroy a democratic | 
society. The individuals who hold it inevitably come sin- | 
cerely to believe that they alone possess the requisite ” 
knowledge to govern the people. All other men, because ’ 
they cannot be possessed of certain detailed knowledge, 7 
seem to them unqualified. Even potential leaders in their” 
own party seem to them pygmies.” 


> 


... if we are to continue as a free society, it is 
fundamental that private enterprise operating under a 
profit system must provide the basis of production and 
employment. Once the principles of a free society art 
abandoned we will have turned our backs upon the very 
things for which Americans are laying down their lives 
today. If we subscribe to the theory that government in 
peace time, as in war time, must be the prime mover i 
our economic life, then inevitably government will take 
all. It will be the ruler not merely of our economic lives 
but of our social and civic lives. Under these circum- 
stances government ceases to be the servant of the people 
and becomes the master.” 


“ 
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as total rated output of 
C-E Units placed in service 
in Utility Plants during first 
10 months of 1943 exceeds 


7,000,000 Ib 


of steam per hour 


This steam output, expressed in terms of electrical 
energy, is the equivalent of about half of the entire 
new fuel generated kilowatt capacity placed in service 
in utility plants during the first 10 months of 1943 — 
as reported by the Federal Power Commission. 

The C-E Units which comprise this steam generating 
capacity — actually 7,270,000 !b per hr — span the 
complete range of utility requirements from 60,000 
to 1,000,000 Ib of steam per hr with pressures up 


to 1800 psi and temperatures to 955 F. A-771-A 


00 MADISON AVENUE, NEW YORK 16, N. 
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NEW CONTRACTOR’S TOOL! 
DAVEY 15” PNEUMATIC SAW 


Ideal for Wharf, Drydock, Bridge Piling, Railroad operations 
or for clearing second growth timber where compressed air 
is available 


1. Will make straight edge cuts where 5. Operates at speed of 225 strokes 
angle or square cutting is required per minute—cuts 15” timbers in 40 
for capping work. x : 

seconds, smaller timber in even less 
2. Can be used above or under water. time. 


3. Standard Cross Cut Saw Blade. s ‘ d 
Does not require special sharpening  §. Simple in design—can be operated 


equipment. efficiently and maintained by inex- 


4. Does not burden operators as entire perienced workers. 
weight is carried by clamping 
device. 7. Can be used in all weather. 


Write for Form E-163 giving complete details. 


Davey also manufactures a complete line of Portable and 
Stationary Air Compressors, Heavy-Duty Truck Power 
Take-Offs, and Portable Lighting Units. 


DAVEY 07474°2.&. 


KENT «< OHTO 
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Best Sellers from 
Consolidated Steel 


ctured here are current Consoli- 
ted Steel Corporation bestsellers 
italequipment produced forthe 
med services and essential in- 

try in the amounts shown. 
ll figures are estimated as of 
ecember 31, 1943.) 


he diverse character of these 
oducts and the precision work 
volved represent scores of prob- 
ims overcome, scores of new 
oduction techniques adopted. 
Ve ate, naturally, proud of this 
ray—a record in steel that has 
on for the men and women of 
onsolidated Steel every basic 
bvernment industrial award. 


onsolidated craftsmanship, evi- 
enced on this page, will return 
he day to the engineering and 
brication of peacetime best sellers 
steelwork that will help to build 
hd maintain America’s leader- 
ip in the world of tomorrow. 


msolidated 
Steel 


FABRICATORS 
ENGINEERS 
CRAFTSMEN 


CEST INDEPENDENT IN THE WEST 


Sr Ew 


SOLIDATED STEEL CORPORATION, LTD., LOS ANGELES, 
BEACH, WILMINGTON, CALIFORNIA, ORANGE, TEXAS 


} 
} 


NV 
>» 
FOR THE NAVY: five- 
inch anti-aircraft guns. 
Built to tolerances of 


2/10,000 inch. Produced 
in amount of $20,000,000. 


FOR THE NAVY: destroy- 
ers, destroyer escorts, 
frigates. Producedin the 
amount of $295,000,000. 


FOR THE MARITIME COM- 
MISSION :12,900-ton high 
speed Merchant Marine 
(C-1) cargo and passen- 
ger ships. Produced in 
amount of $175,000,000. 


FOR AERONAUTICAL RE- 
SEARCH: wind tunnels 
including the world’s 
highest speed wind tun- 
nel as large as 16 feet 
throat diameter. Pro- 
duced in the amount of 
$1,300,000. 


& 


FOR THE MARINES... 
mechanized landing 
craft. Produced in the 
amount of $7,500,000. 





FOR THE ARMY: large 
infantry landing craft. 
Produced in the amount 
of $9,000,000. 





FOR THENAVY: hospital 
ships and transports. 
Produced in the amount 
of $17,000,000. 


FOR WAR INDUSTRY... 
equipment for fuel, syn- 
thetic rubber and other 
war plants, Produced 
in amount of $4,500,000. 
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1F YOU HA 


A MANPO 








« So lecus help you. Our trained men and special equipment 
combine to help you meet today’s increased demand for 


power. Whether yours is a problem of erection or main- 
tenance . . . regardless of distance or terrain . . . you'll find 


Hoosier service efficient and economical. 


SIER 


ERECTION and MAINTENANCE OF TRANSMISSION LINES 
FERING CO. He 
NEW YORK 46 S. FIFTH ST., COLUMBUS, OHIO CHICAGO 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 











4 ewes, nothing like a letter to cheer 
your relatives and friends in the serv- 
ice. And nothing like V-Mail to get your 
letters overseas fast. Even the opening of 
V-Mail letters for photographing is done 
with speed—up to 500 a minute on our 
electric Letter Opener. 

The Letter Opener is but one machine in 
our complete line of mail-handling equip- 
ment which, in busy wartime offices every- 
where, is saving manpower, speeding pro- 
duction, and relieving overburdened post 
offices by expediting the flow of mail. 

When peacetime comes, speed will con- 
tinue to be the watchword—in a new, 
faster-moving business world. And the 
postwar mailroom will be “the heart of 
every office’ —it will set the pace for other 
departments—keep things on the move 
tight down the line. Plan now for your post- 
war mailroom with the aid of a ComMErR- 
c1AL CONTROLS mailroom specialist. 


Our factories today are making .30 cali- 
ber M-1 Carbines for the Armed Forces—+ 
after Victory, equipment for Complete Mail- 
room Service will again be in production. 


Metered Mail Systems . . . Postal and Parcel 
Post Scales .. . Letter Openers . . . Envelope 
Sealers . . . Multipost Stamp Affixers . . . 
Mailroom Equipment. (Many units available.) 


COMMERCIAL 
CONTROLS 


Division of 
NATIONAL POSTAL METER CO., INC 
ROCHESTER 2, N.Y 


EN 
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KK THE Future vt 


THE cooperation of the electric utility 
stry with the watthour meter manufacturers 
kept the design and development of the 

n watthour meter well ahead of meter- 

irements. Thanks to this cooperative 


mour meters will again play their 





SANGAMO ELECTRIC COMPANY 


SP RR bONGR Fee Bee ~ ee ee a gs 





e Whatever the demands of the gasin- 

dustry may be, Connelly is equipped 
to meet them. With our new laboratory for scientific 
testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, 
Regulators, Back Pressure Valves and other equip 
ment for gas purification and control, Connelly is a 
your service, ready for any emergency. 


Under the able management of Mr. A. L. Smyly, pio 


neer in gas purification and pressure regulation, this 
organization has continued its leadership in the field, 
and the fact that Connelly products are standard in 
hundreds of the leading gas plants of the country is 
indicative of the service rendered. 


@ Mr. A. L. Smyly 
President 
Connelly Iron 


Sponge & 
vernor Co. Comal 
IRo 
IRON SPONGE and GOVERNOR Company (@{¥) N 
CHICAGO, ILL ELIZABETH. N.J NGe 
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More Accurate Sizing of Blast Furnace Coke 


Regardless of how clean and well 
sized coke may be when loaded into 
cars at the coke plant, it usually has 
accumulated a considerable amount of 
breeze by the time it reaches the blast 
furnace skip. The operations of load- 
ing, unloading and passing through the 
coke bin have all had their effect on 
this comparatively fragile material. 

Because of this condition, many iron 
and steel plants are rescreening the 
coke just before it enters the blast fur- 
nace skip bucket. The process is simi- 
lar to the rescreening stations at by- 
product coke plants—the majority of 
which have been engineered and 
manufactured by Robins. Feeder Con- 


veyors bring the coke to Vibrating 


Screens which separate it into desired 
sizes. Rescreened furnace coke is then 
conveyed (often through weigh hop- 
pers) to the blast furnace skip. The 
breeze is usually taken by auxiliary 
conveyors and skip hoists to a breeze 
bin adjacent to the stock bins. 

Experiences of many plants have 
demonstrated that this procedure re- 
sults in better -efficiency and lower 
costs in blast furnace production. 

Descriptions and layouts of rescreen- 
ing plants engineered, manufactured 
and erected by Robins are available. 
They will be presented for your in- 
spection and study, without cost or ob- 
ligation, if you will please address 
Dept. PF-1, Roprns Conveyors INcor- 
PORATED, Passaic, N. J. 





For Material Aid in Materials Handling It’s ROBINS 
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Overcoming Variations in Ore Analysis at 


The Furnace Plant 


Blast furnace: products and practices 
can be improved through closer control of 
the ores making up the charge. The ex- 
perience of several plants in the United 
States as well as in other parts of the 
world has proved it. 

In fact, it has been conclusively demon- 
strated that ores from divergent sources 
can be blended so accurately that the bur- 
dens are of constantly uniform chemical 
composition. As a result, flux charges are 
reduced, net iron production is increased 
and coke consumption is lowered. 

One furnace, for example, ran for 30 
days without a change of burden; each 
cast of iron was between Si .58 and .97 
while the S range was a mere .084 to 
.048. Yet the ores being charged had come 
from 18 different sources. 

The record becomes even more extraor- 
dinary when it is explained that the varia- 
tions in average vertical analysis of the 
face in only one of these mines showed 
these ranges in a span of 1200 yards: 


18.3%-24.5% 
Og es vik Oe ened 
19.8 -26.7 

040—  .360 
10.0 -14.1 


Those were the variations in ore from 
only one mine. Yet this British steel plant 
was using ore from 18 different sources 
each of which had comparable variances. 
Little wonder that, before adopting reme- 
dial measures, it was frequently found 
necessary to alter burdens several times a 
day to cope with rapidly altering slags. 
Maintenance of regular iron quality was 
difficult and, on occasions, almost impos- 
sible. 

Several methods of conquering these 
conditions were tried. None was success- 
ful—until a Robins-Messiter Ore Bed- 
ding and Reclaiming System was installed. 
This System builds-up longitudinal lay- 
ers of ores, later reclaiming them in cross- 
sections of all the layers. This produces 
burdens of uniform chemical analysis 
throughout the entire bed. 





For Material Aid in Materials Handling I#’s ROBINS 





— 
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To cite a specific instance: ore from 13 mines was used to build a bed of 2,568 tons; 
the quantities from the various sources ranged from 1.2% minimum to 15.9% maximum. 
As the bed was being reclaimed, 200 pound samples were taken for analysis—with 
these results : 


HO Fe 
11.1 20.3 
10.9 20.8 
11.5 20.1 
11.7 20.3 
11.4 20.6 
11.9 20.2 
11.5 20.1 
11.5 20.6 


CaO 

21.6 

22.1 

21.9 

22.2 : 
22.8 372 
22.2 465 
22.3 479 
22.7 323 


200 tons 
500 tons 
800 tons 
1100 tons 
1400 tons 
1700 -tons 
2000 tons 
2300 tons 


After reclaiming 





Little wonder, in the face of these facts, 
that the executives of this plant re- 
marked, “This is the first really effective 
solution to a difficult blast furnace prob- 
lem. When smelting ores blended by this 
System, the rarity of burden changes is 
truly 2stonishing. We have gone as long 
as t1ve weeks without touching the fur- 


nace burden. In all previous experience it 
was unusual to go 24 hours without hav- 
ing to alter the basicity of mixture to deal 
with ore fluctuation. . . Our output has 
increased 9%. Coke consumption was re- 
duced 300 pounds per ton and the flue- 
dust loss was reduced 374%”. 


The Robins-Messiter Ore Bedding and Reclaiming System is designed so it can build 
and reclaim beds in several adjacent locations on a property. Thus, it not only assures 
adequate stock piles but also permits the instant availability of multiple beds each with a 
different analysis. 


- POBINS-MESSITER 
RECLAIMING MIACHINE 














LONGITUDINAL SECTION 
SHOWING 


METHOD OF KECLAIMING ORE 





ose 





Recognition of the unique merits of the 
Robins-Messiter System is found in the 
fact that there are several plants either in 
operation or under construction which 
have been purchased during the present 
year alone. Naturally, we are not per- 
mitted to disclose their locations publicly, 


due to war-time restrictions. 

Additional facts, information and photo- 
graphic illustrations are available. for in- 
spection and study. They will be pre- 
sented if you will please communicate with 
Dept. PF:1, Roprns Conveyors INcoRPo- 
RATED, Passaic, N. J. 





For Material Aid in Materials Handling It’s ROBINS 
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For Material Aid in Materials Handling 
it’s ROBINS 


The handling of bulk materials—coal, 
ore and minerals before processing; coke 
and breeze following production—can be 
mechanized, systematized and accelerated 
with the proper machinery . . . skillfully 
engineered, carefully manufactured, prop- 
erly installed. 

Many of the steel plants in this country 
and abroad have learned that it is advan- 
tageous to turn the matter over to Robins. 


Conclusive evidence and convincing facts 
regarding the productive and financial 
benefits of such action will be placed be- 
fore you on invitation. An engineer from 
the nearest of our ten offices will call— 
without involving you in either cost or 
obligation—if you will please address a 
letter to Dept. BFP, Robins Conveyors 
Incorporated, Passaic, N. J. 


Typical Robins Products for Steel Plants 


Ore BEDDING AND RECLAIMING SYSTEMS 
Blend ore from various, sources into 
charges of uniform analysis. Enable run- 
ning for long periods without change of 
burden. 


Bett CONVEYOR SYSTEMS 
Robins created the first rubber belt for 
handling heavy, bulk materials; invented 
the troughed belt Idler and pioneered 
many other conveying innovations. 


VIBRATING SCREENS 
Robins introduced the single-shaft, circie- 
throw Screen. Offers 6 types (over 500 
models and sizes) which provide sharp 
sizing with high capacity. 


CRUSHERS 
Standard and Adjustable types to give 
products ranging from 1” to 8” in size. 
Adjustable type permits changing at will 
during operation to alter size of product. 


BRIDGES AND TOWERS 
Robins: and Robins: Mead - Morrison 
Bridges and Towers handle great quanti- 


Bulletins on these and 
other Robins products 
ovailable on request. 


ties of coal, ore and other bulk materials 
—loading, unloading, stocking, reclaiming 
and loading-out. 


GraB BUCKETS 
Robins Mead-Morrison Grab Buckets are 
world famous for lightest weight per ton 
handled. 


SELF-UNLOADING Boat MECHANISMS 
Another Robins innovation. Enable boats 
to discharge bulk materials at any point 
without the aid of shore-based equipment. 


FEEDERS 
Robins-Oro Feeders handle large-capaci- 
ties of abrasive and non-abrasive mate- 
rials. Wearing parts made of superior 


manganese steel. 





ENGINEERS e MANUFACTURERS ¢ ERECTORS 


CONVEYORS 
t'ncoOoORPORAT E D 
(ROBINS CONVEYING BELT CO.) 


PASSAIC « NEW JERSEY 











MATERIALS HANDLING MACHINERY 
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REPARE TODAY— 
for a Competitive To mo 


‘ 


bve you checked the cost of oper- 

ing your boiler plant recently? Are 

u sure that it is producing each pound of 
am at the lowest possible cost? 


st war must mean competition, when your 
dustrial life will depend on your plant's ability 
manufacture the best product at the lowest 
st. Remember that steam is one of your im- 
rtant raw materials. Make that check of your 
am costs right away and compile specifica- 
ns for any improvements which may be indi- 


cated. Plants which neglect this precaution may 
drop behind in the race. 


Hundreds of industrial plants and commercial 
buildings are now benefiting from low cost 
steam production with TODD combustion equip- 
ment. Are you? Plant managers who plan ahead 
will be ready to take advantage of the first 
opportunity to secure TODD liquid or gaseous 
fuel burners. So, prepare today for a competi- 
tive tomorrow! TODD will be glad to aid you 
with an impartial survey of your boiler plant. 


— | 





ARMY 
“4 Ey < 
mee WAV 


TODD SHI 


601 West 26th Street, 


New 
NEWYORK as MOBRE  yENOS AIRES 


pYARDS CORPORAT 
TODD COMBUSTION Divi 


New York 1, N.Y. 
ORLEANS 


10N 
SION 


GALVESTON 
LONDON 


THE FIRING LINE OF AMERICA’S WAR PRODUCTION FRONT 
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IT PAYS TO CHECK 








NE QUART (' gallon) per 

minute is the standard low 
flow test rate for 4%” meters. An easy 
way to check it on your test bench is 
by running it into a quart bottle. If 
the bottle is filled in less than a min- 
ute, the rate is too high. 





T WILL PAY YOU to check 

this often, because it is at this 
flow that the sensitivity of the meter 
really shows up; and it has been 
proved that 13% of the water passed 
through a %” meter is at about 
this rate of flow. If your meter does 
not test at least 90% at '4 gallon per 
minute, you may be losing revenue 
that will more than pay for the cost 
of repairs. Many water departments 
have discovered this, and are now 
getting the benefits in dollars and 
cents. 








NEPTUNE METER COMPANY ¢ 50 West 50th Street ¢ New York 20, N.Y. 
Branch Offices in CHICAGO. SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., 
DENVER. DALLAS, KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 

Neptune Meters. Lid.. Long Branch, Ont., Canada 
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ROBERTSHAW BROADCASTS 
AID FOOD AND FUEL 
CONSERVATION 


Through outstandin \ 
interest programs lillene ‘at 
Homemakers learning value of 
Robertshaw Oven Heat nat 
trols are being urged to ask a 


them on new ran 
e 7 
available. one wine nen 








TUNE IN THE ROBERTSHAW BROADCASTS 
OVER THESE STATIONS: 


METROPOLITAN BROADCAST 
MARKET RADIO STATION, SCHEDULE 


NEW YORK WworR . thru Fri. 
CHICAGO WGN . thru Sat. 
LOS ANGELES KNX . thru Fri- 
PHILADELPHIA , WCAU thru Fri. 
BOSTON AND 
NEW een NEW om Two days 
MARKET NETWORK per week 


YANKEE Two days 
NETWORK per week 


DETROIT Wik i 


PITTSBURGH KDKA Mon, thru Fri. 


SAN FRANCISCO 
OAKLAND KQW Mon. thru Fri. 


st. LOUIS KMOX Mon. thru Sat. 
CLEVELAND WTAM Mon. they Fri. 
BALTIMORE: WBAL Mon. thru Eri. 


at il KSTP Mon, thru Fri. 


WASHINGTON, D. C. wre Mon. thru Fri. 
BUFFALO—NIAGARA WBEN Mon. thru Fri. 
CINCINNATI WLW Mon. thru Sat. 
INDIANAPOLIS WIRE Mon, thru Sat. 
ROCHESTER WHAM Mon. thru Fri. 
DENVER KOA Mons thru Fri. 
SCHENECTADY wGY Mon. thru Fri. 
KANSAS CITY KMBC Tues., Thurs., Sat. 


R | 
OBERTSHAW THERMOSTAT CO., YOUNGWOOD, PA 
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—GRINVELL MULSTFYRE 


Snuffs Out Oil Fires with 
Mulsifying Spray of Water! 


Cis 


A STUBBORN OIL FIRE... 


In generating plants, switch yards, sub- 
stations . . . wherever oil-filled apparatus or 
lubricating systems are employed... 
Grinnell Mulsifyre Systems now give per- 
manent, positive protection against oil fires. 
The instant the system is turned on, either 
manually or automatically, a driving spray 
of water strikes the oil .. . churns the surface 
into a non-flammable emulsion . .. smothers 
flames within a few seconds! The water 
soon separates itself from the oil as the 
emulsion breaks down. 


This simple, positive method of extin- 


WHAT MULSIFYRE SPRAY 
LOOKS LIKE... ¢ 


FIRE OUT, WITHIN 5 SECONDS! 


guishing oil fires was developed an 
patented by Grinnell . . . and is incorporatd 
in Mulsifyre Systems by means of a speci 
discharge nozzle, the Grinnell Projecto 
Since its introduction, “Mulsifyre” has bee 
accepted internationally by utilities a 
and by the U. S. Navy ff 


bilge-protection of oil-burning ships. 


industries .. . 


Write for detailed information o 
“Mulsifyre” Systems and their applicatio 
Grinnell Company, Inc., Executive Offic 
Providence, Rhode Island. Branch offe 
in principal cities of U. S. and Canad 


GRINNELL 


AUTOMATIC SPRINKLER FIRE PROTECTION 
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Ba year of grim decision lies ahead. 


History is likely to record that in 1944 the 
sue of whether mankind would go forward 
BB freedom and decency, or succumb to bond- 
Be and barbarism, was decided in the great- 
t clash of arms the world has ever seen. It 
certain that decisive events which must 
ve the way for Victory will take place in 
e New Year. 


What part, then, will each of us at home 
sign himself in helping to write the history 
the coming Year of Decision? Will all of 
me be able to say to ourselves, at the year’s 

d, “I did everything within my power to 
fie@sten our country’s victory”? 


f@ Let all of us on the home front ask ourselves 
ese questions for 1944: 


Are we ready and prepared to meet the 
eater sacrifices 1944 will require? 


Will we work as hard as we can to give 
f country the economic strength essential 
military strength? Will we avoid easing 
and letting down? 


The national service 
fiag of the Interna- 
tional Harvester Com- 
pany records the mili- 
tary service of 14,569 
employes. 


mays 
. + » YEAR OF DECISION = « = - 


Will we buy all the war bonds we can, to 
provide the necessary equipment for our boys 
on the fighting fronts? 


Will we conserve food? Save scrap? Write 
cheerful letters to friends and loved ones in 
the Armed Forces? Be good neighbors and ~ 
good citizens? 


Will we dedicate ourselves to the inflexible 
purpose of putting Victory for Our Cause 
ahead of everything else? 


Millions of men in our Armed Forces are 
poised and ready for whatever’ 1944 may 
bring. Among that great host are 14,569 
Harvester men, our associates and friends. 


Join us in our pledge to them—to the boys 
on the far-flung battle lines—that the home 
front will measure up in 1944, come what may. 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue Chicago 1, Ilinois 
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ELLIOTT 


DEAERATING 
FEEDWATER 
HEATERS help to win battles 


on land, too. On the 
home front in the 
nation’s power 
plants, deaerating 
heaters have long 
been essential 
equipment. They 
are doing their part 
in the battle of 
production. 


THE SLAMMING ROAR OF THE 

GUNS is dulled to heavy thuds, in 

strained quiet of below decks, 
the big battlewagon rolls to the recoil of tons of 
starting their flight toward the enemy. In the ship’s pa 
plant there is a tensity, a supreme watchfulness of ¢ 
ment, dials, indicating instruments, and a split-sec 
response to orders transmitted from above. Engi 
officers, their staffs and their equipment are winning 
battle just as surely as the men at the fire-control sta 
In the stress of battle, there must be no power fa 


So Elliott deaerating feedwater heaters, servi 
Uncle Sam’s fighting ships, must be—and are—as dep 
able in their performance as the very guns themsd 
They help to win battles. 

These units are working in steam plants of all k 
ashore and afloat. They heat the water to the satu 
temperature of the steam supplied, at the same 
accomplishing the removal of corrosive gases. The 
fully automatic in operation. Elliott engineers are 
to work with you toward getting the best possible 
balance set-up for your plant. Full details and bu 


‘Elliott 400,000-Ib. per hr. 
unit designed for pei 


upon. request. 
ing pressure of 1 
gage. One of several such 


units. in a large utility E L L : oO T T C ©] M P A 


plant. Deaerator and Heater Division JEANNETTE, 
Heat Transfer Department 


N-974A DISTRICT OFFICES IN PRINCIPAL CII 


* 
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Atilities Almanack 
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Due to war-time travel restriction, conventions listed are subject to cancellation. 


z JANUARY @ 





{ Canadian Electrical Association convenes, Montreal, Que., Can., 1944. 





{ American Management Association will convene, Chicago, Ill., Feb. 9-11, 1944. 





GY American Water Perks aera: Minnesota Section, will hold meeting, St. Paul, 
Minn., Mar. 13-17, 





4 War Conference on Industrial and Commercial Gas will convene, Rochester, 
» Mar. 30, 31, 1944. 





roe ee of Electrical Engineers opens technical meeting, New York, 





4 Minnesota Telephone Association opens meeting, Minneapolis, Minn., 1944, @ 





{ Iowa Independent Telephone Association will hold session, Des Moines, Iowa, 
Apr. 10, 11, 1944. 








q Nebraska Telephone Association will convene, Omaha, Neb., Apr. 13, 14, 1944. 





Illinois Telephgne Association will hold meeting, Chicago, Ill., Apr. 18, 19, 1944, 








9 United States Independent Telephone Association will hold spring conference, Chicago, 
Ill., Apr. 20, 21, 1944. 





q National Electrical Manufacturers Association will convene, Chicago, Ill., Apr. 23-27, 
1944, 








{ American Water Works Association, Michigan Section, will hold session, Jackson, 
Mich., Apr. 26-28, 1944. 








; ee FEBRUARY + 





q Indiana Telephone Association will. hold meeting, Indianapolis, Ind., May 3, e) 
4, 1944. 











{ National Fire Protection Association will hold meeting, Chicago, Ill., May 811, 1944, 





A mural by J. Monroe Hewlett, reproduced through courtesy of the Bank of New York 


This painting illustrates the development of steam transportation during 
the Civil War. 
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hy the REA Co-ops Will Be 


Self -liquidating 


Criticism to the effect that all will not be so well with the farm 

line co-ops after the “honeymoon” pericd is over, answered by 

the author who declares that they are operating ona sound finan- 
cial basis with a growing market and prosperous future. 


By HARRY SLATTERY 
ADMINISTRATOR, 
RURAL ELECTRIFICATION ADMINISTRATION 


tseems to be the fate of every Fed- 
eral, as well as municipal, power 
project to be compelled to survive 
ee stages of opposition publicity. 
When first proposed, it is assailed on 
t grounds that “political” manage- 
it cannot possibly be businesslike 
d the enterprise must necessarily fail. 
en on its feet, and the operating 
dbalance sheets indicate success, it is 
erged that the apparent prosperity is 
itious when X-rayed by proper ac- 
ting methods and concealed sub- 
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sidies revealed. As time passes, rates 
are lowered, and financial obligations 
still met, analysts turn to prophecy and 
predict collapse at some futtfre time, 
with a colossal debt transferred to 
overburdened taxpayers. 

Young as it is, REA has already en- 
tered upon the third stage of this tradi- 
tional performance, and that it has 
arrived so soon is a matter of satisfac- 
tion. It is pertinent to recall that in 
June, 1935, three weeks after REA 
started, Hudson W. Reed, an electrical 


JAN. 20, 1944 





PUBLIC UTILITIES FORTNIGHTLY 


engineer and an outstanding private 
utility authority on rural electrification, 
in an address to the annual convention 
of the Edison Electric Institute, stated 
categorically: “Neither government- 
ally nor privately financed lines in most 
rural districts not now served can be 
made to pay out.” 

Doubtless Mr. Reed voiced the well- 
nigh unanimous opinion of the con- 
vention and the entire utility industry. 
I do not. question its sincerity. It 
amounted to a conviction, honestly 
held by a vast majority of utility execu- 
tives and engineers. New concepts in 
science, finance, and production in any 
field usually meet the flat “impossible” 
from practical men hardened by tradi- 
tion and stubborn in their resistance 
until the impossible is achieved and 
proven feasible. 

REA was based on a new concept 
—adequate, area-wide rural service at 
low cost but financially self-sustaining 
and self-liquidating. It was a war to 
end the want of electricity in rural 
America, 90 per cent of which was still 
in need of such service. Private indus- 
try had declined the crusade and it was 
up to REA managers and engineers to 
make good. We adopted the Army slo- 
gan, “It can’t be done but here it is.” 


W: have succeeded and the fact 
that private operators have 
promptly adopted our revolutionary 
engineering methods is high evidence 
of the permanence of that success. 

Another evidence of success which 
has pleased and given REA such high 
standing with the public, especially in 
financial and professional circles, is the 
fact that an unexpectedly high percent- 
age of the co-ops are so soon meeting 
their debt obligations to the govern- 
JAN, 20, 1944 
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ment, despite bitter opposition and 
check of war conditions. 

But now comes an outstanding 1 
ity analyst, Ernest R. Abrams, cast 
doubt and guardedly predicting { 


aster at least within twenty-five yeaming 


—‘“IF”’! Mr. Abrams presented 
views in the September 30th issue 
the Pusiic UTILities Fortnicx 
in an article titled, “Will Refinandi 
Co-ops Be Self-liquidating?” It isi 
the credit of this magazine that, 
though conservative in policy, it 
tains a forum upon controversial 
ity issues, and I am glad to accept 
editor’s invitation to analyze the fir 
ings of this analyst. 

It is unfortunate that Mr. Abra 
elects to mix sober examination 
fiscal facts with the usual slurs up 
REA, TVA, and like public enti 
prises as “boondoggling” and that 


are “picking the pockets” of the peoggiini 


But let that pass. The impression 
with the busy reader of his article 
to this effect: 


f Gen REA co-ops are purported 
be self-liquidating—total advil, 
payments on interest and principal; 
over $11,000,000 on April 30th i 
cited as proof that the co-ops are 

ing the grade, is illusory evidences 
The co-ops are still in the “hon 
moon” period of grace, during wil 


payments in full are not requiredi.y; 


But when the honeymoon is past 3 
maximum payments on debts are ® 
quired, what then?—Answer: Tig 
will be in trouble and trouble is lik 
to continue. Especially IF the ad 

istrator continues to exercise his pov 
of postponing payments on princip: 
Further, IF the co-ops fail to set up 
preciation reserves, which they are 
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‘ing, what will be their condition on 
» fatal day when plant facilities are 
ym out and the entire debt on their 
year loans falls due? Mr. Abrams 
includes, of course, that if these 
ings happen, as he impresses us they 
e well-nigh certain to happen, the 
vernment will be asked to finance the 
ops all over again at the expense of 
taxpayers of the nation. Did not 
is sort of thing happen to irrigation? 
To this thesis the gentleman brings 
amparently impressive support by quot- 
y from a legal opinion given Secre- 

Wickard on May 7th last by Rob- 
H. Shields, solicitor of the Depart- 
mt of Agriculture, and, also, from 
eof my own in a letter to the co-ops 
ed April 19th. They are cited in 
pport of the contention that the co- 
s are already in a shaky financial 
dition. The background of these 
inions, however, needs much more 
planation than that given by Mr. 


ie™prams in the sentence that they are 


ated to “the rights of the govern- 
nt, as the mortgage lender, with re- 
ct to proposed loans by REA bor- 
wets to mutual insurance com- 


HESE mutual insurance companies 
were not ordinary commercial 
Hecerns, as might be inferred. They 
e allegedly nonprofit co-ops set up 


ire adjuncts by the National Rural Elec- 


Codperative Association, a trade 
anization of the co-ops, recently or- 


ganized. The officers of the National 
are officers of the mutuals. Capital to 
finance this proposed venture into the 
insurance field in the total sum of be- 
tween 1 and 2 million dollars, was to 
be borrowed on unsecured notes from 
the membership fees and surplus oper- 
ating revenues of the co-ops. The size 
of these loans, which Mr. Abrams does 
not indicate, would run from $1,000 
to $10,000 each. 


Sizable sums for these young enter- 
prises which have tackled the toughest 
problem in the electric utility field! 
Upon being solicited by officers of the 
mutuals to make these loans, a large 
number of the co-ops asked my advice. 
Two questions presented themselves. 
Was such a venture advisable and did 
the co-ops have the legal right to loan 
these funds? My answer was that I 
considered it unwise at this stage of 
their growth and in these uncertain 
times for the codperatives to plunge 
into this difficult and highly competi- 
tive field. They were aware that they 
could get low-cost insurance from 
sound insurance codperatives now 
operating without duplicating effort. 


That part of my letter dealing with 
the legal angle was prepared with 
the assistance of Mr. Nicholson, asso- 
ciate solicitor, who is also deputy ad- 
ministrator of REA, his legal 
aides, and Willard E. Herring, chief 
of the codperatives’ operation division 
of REA. They advised that the particu- 


e 


rule to allow at least five years before they are expected to 


q “In financing private power companies tt is an established 


‘turn the corner,’ start earning dividends, and meet stand- 


ard accounting requirements. It is a necessary and wise 
practice.” 
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lar funds in question, like all other 
funds and property of the co-ops, were 
obligated to the government under their 
mortgage contracts until debts were 
liquidated. 

Mr. Shields, solicitor of the Depart- 
ment of Agriculture, rendered a full 
‘ legal opinion a few days later. He set 
the matter out in detail and particular- 
ly emphasized that the co-ops had 
agreed in their loan contracts to pro- 
vide and maintain “a reasonable re- 
serve for working capital.” He pointed 
out some of the “reasonably foresee- 
able” contingencies, such as increased 
taxes, and high war-time expenses, as 
well as unexpected emergencies, which 
might make necessary the use of re- 
serve funds. I did the same in less de- 
tail, Mr. Abrams seizes upon these 
statements to sustain his thesis that the 
co-ops are headed for bankruptcy 
sooner or later. It is a totally unwar- 
ranted and too sweeping an inference 
from such slight premises, the reason 
being that a vast majority of the co-ops 
have not been in business long enough, 
under normal conditions, to dem- 
onstrate absolute and final trends. That 
is the very reason why REA insisted 
upon the reserves clause in the loan 
contract. We were aware that hun- 
dreds of producer-consumer codpera- 
tives have been wrecked upon that rock 
—the lack of contingent reserves. 


Utility “Honeymoons” and “Periods 
Of Grace” 
ig financing private power companies 
it is an established rule to allow at 
least five years before they are expected 
to “turn the corner,” start earning divi- 
dends, and meet standard accounting 
requirements. It is a necessary and wise 
practice. Yet, when exercised by REA, 
JAN. 20, 1944 


Mr. Abrams facetiously dubs 4 
period a “honeymoon” as though 
were an unprecedented indulge 
granted by a paternalistic governn: 
to babes in the utility woods. It js 
term he would scarcely use if discry 
ing a private utility. In that case 
would be sound business precaution, 
In analyzing our “honeymoon” } 
ance sheet, Mr. Abrams quotes 


of the 794 operating co-ops had ma 
advance payments of interest and pr 
cipal on capital debt in a total sum| 
$11, 091,064, but that 228 borrowd 
“were more than thirty days over d 
in the payment of principal and/or i 
terest to the tune $204,741. Of t 
amount $95,023 was represented 
overdue interest owed by 202 borro 
ers and $109,718 by overdue print 
pal owed by 162 borrowers.” 
This 54 to 1 ratio of advan 
against delinquencies, he points o 
“appears very rosy.” It would have: 
peared rosier still had he called atte 
tion to the fact that the totals fall und 
two heads: plant construction loa 
and installation loans made by the ¢ 
ops to individual members for wiri 
plumbing, etc. The same sheet shot 
only 15 co-ops with a 30-day del 
quency on construction as against | 
on installation loans. As to inter¢ 
the count stood 73 to 202, respective 


N° the number of co-ops Ww 
overdue principal on plant 


struction is the key figure upon wh 
to fix a critical eye. There were 15 
these in comparison with 242 in ex 
balance and 537 which have overp 
Added to this, REA had, as of Aj 
30th, allotted over $450,000,000 | 
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Life Span of Electric Utilities 


OVW HILE a vast percentage of the members of the REA family are 

children, or even infants, as measured by the life span of electric 

utilities, there are twenty-six which have come of age. That is, they are 

from five to seven years old and must now earn their living. This is the 

best present-day test bearing upon the life expectancy of the whole 
family.” 





plant construction and less than $11,- 
000,000 for house and barn installa- 
tions, which materially lessens the rela- 
am tive importance of these delinquencies 
@ as affecting the co-op systems. 

Since the facts he presents do not 
take enough shine off the rose, our an- 
alyst resorts to fiction. He states cate- 
gorically that “no small part of these 
@ advance payments has been, in effect, 
i the return of overborrowed principal” 
and “the return of these excess bor- 
@ rowings to REA is, of course, an ‘ad- 


ivell vance payment,’ but not from earned 


revenues.” Next, he takes up the funds 
derived by the co-ops from $5 indi- 
vidual membership fees, and says that 
‘in numerous instances . . . some part 
has been turned over to REA [by the 


in ex co-ops] to apply on their debts.” 


(Italics mine. ) 
Bm To both of these charges, which re- 
fect upon the honesty and accuracy of 


our accounting system and financial re- 
ports, a very firm denial must be en- 
tered. Unexpended balances from con- 
struction advances are returned to 
REA and are reloaned elsewhere. 
Membership fees which now total 
around 5 million dollars are retained 
by the co-ops as a part of their general 
funds. It is possible that in a compara- 
tively few instances some of these 
moneys may have constituted a small 
portion of advance payments. But it 
is not the rule. And to assume that the 
total adds up to any significant percent- 
age of the 11 millions of advance pay- 
ments made from earned revenues is 
grossly erroneous. 


The Twenty-six Which Have 
Come of Age 
Ww a vast percentage of the 
members of the REA family are 
children, or even infants, as measured 
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by the life span of electric utilities, 
there are twenty-six which have come 
of age. That is, they are from five to 
seven years old and must now earn 
their living. This is the best present- 
day test bearing upon the life expect- 
ancy of the whole family. Since Mr. 
Abrams overlooked this point, I trust 
FoRTNIGHTLY readers will bear with 
me in reporting their health. 

Their geographical distribution is of 
significance. In Indiana there are 6; in 
Ohio, 4; in Iowa, Minnesota, and Wis- 
consin, 3 each; in Nebraska, 2; in New 
Jersey, South Dakota, Texas, Wash- 
ington, and Wyoming, 1 each. Of 
the total, 24 are codperatives and 2 are 
public power districts. 

Putting the figures in tabular form, 
we have as of June 30, 1943: 


Total borrowed from REA... .$10,123,424 

Total interest and principal 
paid REA 

Total due REA 


2,181,494 


Total advance payments 


Out of the 26, only one showed a 30- 
day delinquency and that of $2,399. 
This showing is all the more indicative 
from the fact that the 26 were the 
pioneers. Mistakes were made in this 
new field by REA, by contractors, and 
by the co-ops, which later codperatives, 
capitalizing on experience, have avoid- 
ed. Hence, if these firstlings are self- 
sustaining, there is all the more hope 
for the rest of the family. 


The 25-year Stretch 


H's found the “honeymoon 
period of grace” unsatisfactory, 
when rightly assayed, Mr. Abrams 
turns his attention to the hard, grace- 
less years to follow, but grows less posi- 
tive. Operating revenues “may” not 
increase. Higher and still higher taxes 


JAN, 20, 1944 


“may” be levied. “But,” he asserts, “a 
more serious hurdle facing them may 
prove difficult to surmount . . . this ob- 
stacle, in fact, threatens to destroy any 
possibility that many co-ops will be- 
come truly self-liquidating.” (Italics 
mine. ) 

Why? Because the co-ops, he avers, 
are not allowing for depreciation. He 
quotes Solicitor Shields that the rate of 
principal repayment “is roughly 
equivalent to the rate of depreciation” 
and adds “If this were true, it would 
mean that the rural lines of these co- 
Operatives would, on the average, be 
useless by the approximate time their 
loans were paid, since current depre- 
ciation apparently ts not one of their 
operating deductions.” (Italics mine.) 

At this point he discusses the life ex- 
pectancy of rural lines and finds that in 
substantial areas of the United States 
it is seventeen and one-half years. He 
deduces that apparently TVA reckons 
on twenty years and REA on twenty- 
five years as an average for the nation. 
But whatever the figure, he raises a 
specter and asks what are the co-ops 
to do when their facilities are worn out 
and useless, with no depreciation re- 
serves in hand to replace them, since 
“apparently” we are ignoring deprecia- 
tion. 


REA Provides for Depreciation 


HE gentleman “apparently” made 

no inquiry, at least at the right 
source. Had he done so he would have 
found REA alive to the subject and the 
co-ops providing depreciation reserves 
as a part of maintenance. Funds for 
this purpose, derived from operating 
revenues, are designated ‘Deprecia- 
tion Reserves’’ in the standard account- 
ing system of the Federal Power Con- 
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mission; moneys for current repairs 
comes from another fund styled 
“Maintenance Reserves.” REA, how- 
ever, has set up one fund for both pur- 
poses. In other respects it follows the 
FPC system. Hence, about the time 
they have come of age and principal 
payments begin, the co-ops start setting 
aside “Maintenance Reserves” from 
operating revenues on an annual basis 
of 3 per cent of actual plant cost. Re- 
pairs and replacements of all sorts, big 
and little, old and young, are made con- 
tinuously and when needed. Out of 
these special funds, and with the con- 
stant help and guidance of REA’s 
Technical Standards Division, and the 
Codperatives’ Operations Division, 
with its staff of field engineers, the co- 
ops will keep operating conditions at 
approximately 100 per cent all the time. 
Manifestly, this practice of prompt re- 
pairs and early replacements will ex- 
tend the life of the systems. 

The unexpended balance, after cur- 
rent maintenance, of the 3 per cent re- 
serve is in effect a depreciation reserve 
and is so intended. 

It is the unanimous opinion of our 
staff that plant will be worth approxi- 
mately 75 per cent to 80 per cent of its 
original cost at the expiration of a 
period of thirty-three and one-third 
years. This estimate is not someone's 


guess. It is based on original, detailed 
research and study of the character of 
material used in construction, mortal- 
ity tables, and effect of the elements on 
electric properties, in the rural field. It 
should be noted that the amortization 
rate does not equal but rather exceeds 
the depreciation rate; therefore, the 
long-term debt will have been paid in 
full when twenty-five years have 
elapsed, and the value of electric plant, 
to repeat, according to our estimates, 
will still be approximately 82 per cent 
of its original cost. Mr. Abrams does 
not discuss the profound bearing of 
amortization upon reserves. 


EPRECIATION has always been a 
highly controversial issue in the 
utility field. Established utilities, in 
their early years, as is well known, did 
not set up such reserves and later re- 
sisted regulation in this respect. There 
are several methods and much confu- 
sion. Finally, in 1937 the National As- 
sociation of Railroad and Utility Com- 
missioners created a special committee 
in an attempt to clarify this subject and 
establish sound practices. This com- 
mittee codperated with all Federal, 
state, and private agencies. After six 
years of arduous work its final report 
has just recently been made and is 
worthy of serious study. 


e 


pioneer co-ops| put a total of $81,093 into their mainte- 


CY siren the first six months of 1943 they [first 26 


nance reserves account, which is 84 per cent of standard 
requirements. All co-op borrowers, as of June 30th, had in 
round figures $6,000,000 UNRESTRICTED cash deposits in 
banks, $5,000,000 in war bonds, and had turned into the 
U.S. Treasury $12,500,000 in advance payments, practical- 
ly all out of revenues and after principal, interest, taxes, 
operating, and maintenance expenses.” 
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I cheerfully welcome discussion and 
criticism of the method we have 
adopted, but to assert that REA is 
ignoring depreciation is a horse of an- 
other color. 

Conclusive data, of course, are only 
in the making at the present time, but 
the first 26 pioneer co-ops are 
already approaching their maintenance 
goals. During the first six months of 
1943 they put a total of $81,093 into 
their maintenance reserves account, 
which is 84 per cent of standard re- 
quirements. All co-op borrowers, as 
of June 30th, had in round figures $6,- 
000,000 unrestricted cash deposits in 
banks, $5,000,000 in war bonds, and 
had turned into the U. S. Treasury 
$12,500,000 in advance payments, 
practically all out of revenues and after 
principal, interest, taxes, operating, and 
maintenance expenses. With $11,000,- 
000 of liquid surpluses in hand, the 
young honeymooners are not writing 
home for remittances. 


As to Mr. Abrams’ Amortization 
Vacuum 


ANKRUPTCY courts are provided 
for business ventures which meet 
disaster and, as I recall, at least a few 
railroad and electric utilities have 
found refuge therein. Publicly owned 
or cooperative utilities have no pass- 
port to infallible success. The 1936 
act empowered REA to take over and 
reorganize or liquidate any coopera- 
tive which succumbed. The admin- 
istrator was also authorized to suspend 
payments on principal to co-ops in 
emergencies. In practice, this means 
that if a project, normally sound, is 
hard hit by drought, flood, fire, finan- 
cial panic, or what not, he can use his 
judgment in helping it surmount its 
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temporary embarrassment. This dis. 
cretionary right has been exercised in 
but relatively few cases by administra. 
tors since the start in 1935. 

The provision, however, sets our 
critic’s epic imagination aflame. Hay. 
ing pictured a nation covered with 
destitute co-ops, with outworn facil- 
ities ready for the scrap pile, he poses by 
inference as a startling climax this ab- 
surd question—If the REA admin. 
istrator should exercise this power to 
defer all payments on principal for 
twenty-five years will “these codpera- 
tives be in any better position to pay 
their full debts in one lump than they 
were to pay pieces of them over the 
years?” 

Mr. Abrams thinks they will not be. 
What then? For answer he foresees 
Congress appropriating millions of 
dollars to refinance this bankrupt ven- 
ture which he elsewhere terms boon- 
doggling, in the same fashion as it 
has had to foot the bill for a few de- 
funct irrigation experiments. 

If our author should paint that pic- 
ture to a regional or national con- 
vention of codperative directors and 
superintendents, he would be greeted 
with a gale of derisive laughter. He 
would discover that, far from desiring 
to escape payments, there exist 
among the co-ops an overwhelming 
desire and determination to repay 
Uncle Sam as soon as possible. This, 
as a matter of pride and for the prac- 
tical purpose of ending interest and 
principal payments and thereby reduc- 
ing rural rates to actual low-cost lev- 
els. Since 1928 Ontario Hydro rurals 
have dropped from an average cost of 
5.1 to 2.5 cents per kilowatt hour. He 
would probably be greeted from the 
floor with these questions: Suppose 
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capital investment should be refi- 
nanced? Is that not exactly what pri- 
vate utilities do? From the viewpoint of 
rates, would rural users be in any worse 
condition than areas served by private 
companies ? And would not the govern- 
ment be receiving a return on loans ex- 
actly as private investors do? 


The Future 


y vision of the future of REA dif- 

fers from that of Mr. Abrams 

and I do not think it is based upon wish- 
ful thinking. Unless the United States 
goes bankrupt, American agriculture 
will prosper and that means a market 
demand for rural electric service 
which will dwarf present consump- 
tion. The REA co6dperatives will 
quickly hit the forward stride, inter- 
rupted by the war, and that spells an 
enormously increased demand for con- 
struction material and house and farm 


appliances of all kinds, which will 
greatly aid in the rehabilitation of 
American agriculture and business. 


| pr aaganeta the prospect of sta- 
bility, permit me to close this re- 
joinder with some remarks I made to 
a conference of REA superintendents 
a year ago: “One of my banker friends 
tells me that few banks can boast of 
such a record as we have made. The 
RFC makes loans to all sorts of enter- 
prises. It might interest you to know 
that I have a letter from an official of 
that agency saying that REA loans are 
in the best shape of any made by RFC. 
Many railroads, utilities, and others 
have never paid interest, principal, or 
anything else on their RFC loans. 
Yet you are going to hear propaganda 
that REA is about to go on the shelf. 
But you and I know its fallacy. The 
REA program is too strong.” 





Bicycles Appear As Duration Vehicle 


HE bicycle as a speedy war-time transportation mode for 6- 

day-a-week government and defense workers won 
“wheels-a-rolling’ recently in a test of five methods of getting 
through Washington, D. C., rush-hour traffic. 


Making the test were five reporters who left THE WASHING- 
Ton Post building, 1337 E street, N. W., at 5:15 vp. m. Their 
destination was Dupont Circle, a mile and two-fifths away, 
whose surrounding area houses thousands of war workers who 
finish a 6-day week Saturday evening. 


The bike arrived three minutes ahead of a reporter in a taxi- 
cab, which was second, making the run in twelve minutes. A re- 
porter in a bus arrived in fourteen minutes and a girl reporter 
on a streetcar arrived at the circle twenty minutes after setting 
out. A reporter on foot ended his trek in twenty-five minutes. 
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The Impact of War on 
Electric Utility Profits 


Rising costs and mounting taxes, declares the 

author, are beginning to take their toll of earnings 

—effect shown by tables of comparative income ac- 
counts and of electric utility earning power. 


By ERNEST R. ABRAMS 


HE impact of World War II on 
the revenues and profits of pri- 
vately owned electric utilities is 
becoming more apparent each day. Not 
only is demand for power from indus- 
tries producing vital materials and 
equipment expanding steadily, with a 
stimulating effect on operating reve- 
nues, but rising costs and mounting 
taxes are beginning to take their toll 
of earnings. 

So far as the Spanish-American War 
is concerned—the first to be waged by 
this country following establishment 
of the electric power and light indus- 
try—statistics of the period are so 
meager and unreliable that it is almost 
impossible to appraise its exact impact 
on the income accounts of electric utili- 
ties. Yet, since public regulation as we 
know it today was nonexistent, rates 
were at high levels, and:service was 
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confined principally to the larger com- 
munities, we may assume that electric 
utility profits did not suffer greatly 
during that brief disturbance. But with 
an ample record of World War I days 
available, proof is not lacking that 
“War is hell” in its effect on regulated, 
fixed-price enterprises. 

During 1915, the first full year after 
shooting started abroad, and fifteen 
months before we entered the scrap, the 
combined operation, depreciation, and 
tax expenses of the ten privately 
owned utilities rendering electric and 
collateral services in and around Balti- 
more, Boston, Chicago, Cleveland, De- 
troit, Los Angeles, Milwaukee, New 
York, San Francisco, and St. Louis 
consumed 63.3 per cent of operating 
revenues. By 1918, however, these 
mandatory claims were devouring 68.3 
per cent of receipts from sales, and, 
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since the costs of labor, fuel, materials, 
and taxes continued to rise after the 
signing of the armistice, 73.3 per cent 
in 1920. In other words, the combined 
operating costs, depreciation, and taxes 
of these ten utilities jumped nearly 8 
per cent in three years, and more than 
15$ per cent in five years, under the 
impact of war. 


HE adverse effects of the current 
World War, however, promise to 

be much more severe than those of its 
predecessor before peace is declared, if 
for no other reason than its global cov- 
erage and its high degree of mecha- 
nization, which greatly expands its 
costs. Perhaps the best insight to its im- 
pact to the end of 1943 may be gained 
from the data presented in Table I. In 
this tabulation 1943 results have been 
estimated on the basis of nine months’ 
performance and with tax accruals at 
1942 rates. Obviously, if increased 
Federal tax rates, retroactive in their 
application, are contained in the 1943 
Revenue Act now being formulated by 
the House committee, both gross corpo- 
rate income and net income will be 
lower than those shown in the table. 
First of all, note that while kilowatt- 
hour sales increased at an average an- 
nual rate of 3.8 billion in the 1926- 
1939 period, their average annual rise 
has been at the rate of 20 billion in 
the 1940-1943 period, or more than 
54 times as fast. And because the bulk 
of expanded sales since 1939 has 
been made to industrial consumers at 
lower than average rates, the jump in 
operating revenues has been somewhat 
slower, Yet we find that the average 
annual increase in revenues in the past 
four years of $163 million is almost 
3 times that of the 1926-1939 period, 


when the annual average increase was 
$56.4 million. 


HAT, Of course, is all to the good. 

The “hell” in this war business 
doesn’t begin to register until operat- 
ing costs are examined. Operating ex- 
penses shown in Table I, which in- 
clude all costs except depreciation and 
taxes, increased at an average annual 
rate of $144 million in the 1926-1939 
years. But in the four years since then, 
they have increased at an average an- 
nual rate of $834 million—about 5.8 
times as fast. Despite the loss to the 
armed forces and war industries dur- 
ing these four years of almost 18 per 
cent of electric utility employees in 
1939, the total labor bill has increased 
to above that of four years ago, while 
fuel and material prices, even with 
price ceilings in effect, are substantially 
above those of prewar days. And 
taxes, almost entirely those levied by 
the Federal government, have ex- 
panded sharply—from an average of 
$16.8 million a year in the 1926-1939 
period to an average annual jump of 
$85.7 million since 1939, or more than 
5 times as fast. 

This leaves only depreciation among 
the major revenue deductions and it 
deserves special consideration. During 
the 1926-1939 period, this item of ex- 
pense increased at an average annual 
rate of $9.8 million, while the average 
annual charge in the 1940-1943 years 
increased at the rate of $15 million a 
year, or approximately 14 times as 
fast. 


HIS increase in depreciation ex- 
pense during the past four years, 
however, can in no way be attributed 
to the impact of war. It is the product, 
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rather, of SEC philosophy, of theo- 
rists with but a statistical acquaintance 
with operating systems, and of state 
commission actions. Although our 
operating electric utilities have met 
every increase in the demand for power 
in the past four years, which would 
suggest they are not piles of junk, SEC 
“experts” decided depreciation rates of 
the past have been too low, and, in 
many cases, have forced their increase 
through direct or implied refusal to ap- 
prove financing, reorganization, and 
integration programs unless their 
views were met. State regulatory of- 
ficials, to keep a hand in the game, have 
followed suit. 

Unfortunately, these higher depre- 
ciation rates are proving a bit embar- 
rassing to electric utility managements 
in two ways. With American ingenu- 
ity what it is—with American tank and 
plane crews able to cobble their ma- 
chines with an empty oil drum or the 
seat of a soldier’s pants and be back 


in the fight in thirty-five minutes— 
electric utility operating personne 
have been able to keep their equipment 
running, come what may. Innumer- 
able generators now are being driven 
at from 10 per cent to 25 per cent or 
more above name-plate capacity. Each 
day, many plant managers approach 
the works with a prayer that no boiler 
tubes blow and necessitate a shut- 
down. Electric utilities, too, are com- 
ing in “on a wing and a prayer,” 
primarily because, with spendable cash 
in hand, they can’t buy the stuff they 
need. 


_ maybe, from that standpoint, 
the SEC policy of requiring 
higher depreciation charges eventually 
will redound to their advantage. Elec- 
tric utility equipment is being abused 
terribly today. Restrictions are pre- 
venting the usual care that every man 
who loves a machine would accord it. 
It’s only a question of time until some 
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TABLE I 
CoMPARATIVE INCOME ACCOUNTS 
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Operating Revenue 


Operating Expenses 
Depreciation 


Operating Income: 
Electric 
Other Departments 
Nonoperating 


Gross Corporate Income 
Interest, Amortization, and Other Deductions 


Net Income 
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if them will blow up, right in “der 
wehrer’s face.” In other words, 
iepreciation is being accumulated 
pidly, along with unspendable cash 
9 erase it—funds which cannot be 
pent today because of restrictions on 
vital materials and the diversion of 
generating equipment to fighting ships. 
As a result cash is piling up, cash that 
vill have a very necessary job to do, 
once this war is over. 

This accumulation of unspendable 
depreciation cash is proving rather em- 
harassing to many utilities. Last 
kummer, Consolidated Edison of New 
York, with ample reserve capacity, a 
rather meager war demand, and more 
than $100 million of cash on hand, 
called at a premium $20,000,000 of its 
34 per cent debentures of 1946, just to 
put part of this money to work. Many 
other electric utilities are “nigger rich” 
oday with earmarked depreciation 
cash, which they can’t spend, but for 
which they will have an urgent need, 
once restrictions on materials and 
equipment are removed. 


W™ is an “intellectual”? Is it 
some one with plenty on the ball, 
or just a smart aleck with an ability to 
jibe at and chisel the system that per- 
mits him to live in comparative secu- 
tity? Whatever he is, a few of them 
lately, with their faulty thinking, are 
confusing profits with unspent depre- 
ciation cash, which will fade like the 
mist once restrictions are removed and 
deferred depreciation can be erased. 
One of them, in fact, a former mem- 
ber of the utility regulatory commis- 
sion of an eastern state, became so con- 
fused in his thinking a few weeks back 
that he wrote a piece for a “high-brow” 
publication in which he prattled about 


utilities’ swollen profits. It was silly, 
of course. 

But to carry on with an analysis of 
Table I. As a result of these mount- 
ing revenue deductions, electric operat- 
ing income, which had increased at an 
average annual rate of $13.6 million 
in the 1926-1939 period, dropped at 
an average annual rate of $5.2 million 
in the four subsequent years. And 
while operating income from collateral 
services—mostly street railways—im- 
proved at an average rate of $1 million 
a year in the last four years, com- 
pared with an average annual decline 
of $1.3 in the 1926-1939 period, and 
nonoperating income slipped from an 
average of $1.2 million a year in the 
former period to an even $1 million 
a year in the latter, profits could not 
be maintained at prewar levels. 


Pen corporate income, which had 
increased at an average annual 
rate of $15.8 million in the 1926-1939 
period, declined on the average by $5.2 
million a year from 1940 to 1943. And 
although fixed charges, which had in- 
creased at an annual average of $4.4 
million in the former period, decreased 
at an average annual rate of $84 mil- 
lion during the last four years, these 
mandatory claims of debt money were 
not reduced enough to keep net income 
on a level keel. In fact, net income, 
which had increased at an average an- 
nual rate of $114 million in the 1926- 
1939 period, declined some $2.6 mil- 
lion a year, on the average, after 1939. 
These are fancy figures, of course, 
but what do they mean? The answer 
will be found in Table II, in which 
are tabulated the gross corporate in- 
come and book value of electric 
utility plant back to 1926. As you 
JAN. 20, 1944 
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TABLE II 
Exectric Utiriry EarNnInG POWER 
(In Millions of Dollars) 


Gross 


Corporate Income 


Book Value 
Of Plant 
$15,250 





will see, the lowest gross corporate 
income, the total sum from which any 
security holder of any class, in either 
an operating or a holding company, can 
be paid the hire of the capital he con- 
tributes to the enterprise, was reg- 
istered in 1926, and the highest in 
1930 and 1931. From 1926 to 1930- 
1931, gross corporate income in- 
creased, then dropped from 1932 to 
1935, advanced with wavering foot- 
steps until 1940, and dropped steadily 
thereafter. But book value of plant, 
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which roughly approximates new capi 
tal investment and reinvestment of 
distributed earnings, increased at a 
almost uniform rate during the eight 
een years under review. 


prone, unfortunately, have nol 
kept pace with investment in facil 
ties. In 1926, gross corporate incom 
was equivalent to 8.3 per cent of book 
value of plant; it rose to 8.4 per cet 
in 1929, and’since has wobbled dows 
to an 18-year low of 5.3 per cent it 
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-YEAR TREND OF REGULATED ELECTRIC SERVICE COSTS, COMPARED 
WITH UNREGULATED LIVING COSTS 


Source: U. S. Bureau of Labor Statistics. Indices for average living costs in typical 
American cities adjusted to 1913 basis. 
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Public Utilities Reports, Inc. 


1943. Moreover, if Congress should 
increase levies on electric utilities in 
1943 Revenue Act to above those 
in the 1942 act, the rate of 
return on electric utility investment 
may approach the 5 per cent level. 
That’s bad enough, but let’s look at 
the picture from a different angle. The 
increase in book value of plant—part 
new money, part reinvested profits, 
and part, according to the Federal 
Power Commission, write-ups in value 


83 


—between 1926 and 1943 was $7,068 
million. The increase in gross cor- 
porate income during the same period 
was $128 million. In other words, the 
increase in profits during this period 
available to reward the added capital 
employed was equivalent to an annual 
return of but 1.81 per cent. Even if a 
fifth of increased book value of plant 
—a fantastic figure—can be attributed 
to write-ups, etc., the rate of return 
would be but 24 per cent. That’s con- 
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siderably lower than the rate of return 
currently available on prime electric 
utility bonds, and goes far to explain 
why electric utility equities are not in 
demand by investors today. 

The figures presented in both tables 
may not match nicely with those pre- 
sented by the Federal Power Commis- 
sion for the good reason that they are 
not based on a hope or a desire. Dur- 
ing the first quarter of 1943, for ex- 
ample, the Federal Power Commission 
reported an increase in gross cor- 
porate income of Class A and B com- 
panies of 4.9 per cent “before taxes,” 
which is a screwy way of figuring. 
After taxes, which certainly are a rev- 
enue deduction—something that has 
to be paid before the money invested 
in electric utility facilities can be paid its 
hire—the increase in profits was but 
2.2 per cent. And that’s still a goofy 
proportion, since it includes “taxes (as 
estimated ).” 

For the first six months of 1943, the 
Federal Power Commission  esti- 
mated gross corporate income was 
4.9 per cent above that of the corre- 
sponding period of 1942. But as Wm. 
M. Carpenter, economist of Edison 
Electric Institute, has pointed out, elec- 
tric utilities underaccrued taxes to the 
extent of some $20,000,000 in the first 
half of 1942, with the result that the 


jump in profits was more on the org 
of 1.7 per cent. More than that, Fp 
reports for recent months suggest th; 
the full-year 1943 gross corpora 
income of Class A and B electric ut} 
ties will be substantially lower th; 
that recorded in the half-year, an 
final figures may be.on the order 9 
those presented in Table I. 

It’s too bad, of course, but that 
what investors get for sinking thei 
money in a fully regulated indust 
with political implications. 


N the meanwhile, who has benefite; 

from this state of affairs? Th 
residential consumer, to be sure 
Where the average residential rate wa 
7 cents per kilowatt hour in 1926, 
had dropped to 4 cents in 1939- 
decline of 3 cents or at an average rat 
of 23 mills a year. And even during 
the war years of 1940-1943, residen 
tial rates have declined at an average 
annual rate of 9/10ths of a mill a yea 
to reach their present level of 3.64 
cents per kilowatt hour. Since 192 
residential costs of electricity pe 
kilowatt hour have dropped 48.0 pe 
cent and average annual consumption 
has gone up 149 per cent, while th 
cost of living has been mounting. Just 
how much you can figure out from the 
chart on page 83. 





6é A PUBLIC service corporation is by its very nature a perpetual 
temptation and an ‘easy mark’ for the tax collector, especially 
when it is reasonably prosperous. The electric power industry is a notable 


case in point. . 


. the government is today the ‘senior pariner’—and a 


‘preferred’ partner—in that industry, taking more revenue from it than 
either the workers or the bondholders or the stockholders.” 


—EnpiTorIAL STATEMENT, 
The Wall Street. Journal. 
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TVA’s Accomplishments 


In a little over ten years, declares the author, the 
statutory program for the improvement and control 
of a great river system has been practically com- 
pleted. Public benefits cited in answer to criticism. 


By WILLIAM C, FITTS, JR. 
GENERAL COUNSEL, TENNESSEE VALLEY AUTHORITY 


ley Authority’s achievement 

speaks for itself. In a little over 
ten years the statutory program for the 
improvement and control of a great 
river system has been practically com- 
pleted. By the end of the calendar year 
1944, the entire 652 miles of the main 
stream will be canalized to provide a 
minimum navigable depth of 9 feet to 
accommodate commercial navigation. 
According to conservative estimates, 
this improvement will result in an an- 
nual saving in transportation costs of 
$10,000,000. The same dams that pro- 
duce this navigation benefit will pro- 
vide 14,000,000 acre feet of controlled 
storage, the dollar value of which in 
terms of the flood damage that can be 
prevented on the lower Mississippi 
alone exceeds $150,000,000. In addi- 
tion, with the flood-control system still 


Tes record of the Tennessee Val- 


incomplete, the actual reduction in 
flood crests at the city of Chattanooga 
has already resulted in savings in flood 
damages totaling approximately $4,- 
500,000 in four floods. 

In this same 10-year period the in- 
stalled generating capacity in the area 
now served by the authority has been 
increased from about 540,000 kilo- 
watts in 1933 to 1,775,000 kilowatts 
as of the present date. This increased 
generating capacity is now being op- 
erated to meet a peak load of 1,535,- 
000 kilowatts, 75 per cent of which is 
represented by war requirements. 

In 1933, the authority received cus- 
tody of the nitrate plant at Muscle 
Shoals which had stood as a symbol of 
lost opportunity since 1918. This 
wasted asset was first transformed 
into a source of highly concentrated 
phosphatic fertilizers for the preserva- 
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tion and restoration of the soils of the 
area and later into an important source 

of elemental phosphorus and nitrogen 
’ for war use. As a result, the authority 
has been able to distribute for use in 
soil-conserving practices a total of 
450,000 tons of concentrated plant 
food distributed throughout 32 states. 
The concrete results from this distribu- 
tion are impressive. Studies made by 
the state agricultural colleges of rep- 
resentative test-demonstration farms 
participating in these practices show 
that these farms have increased their 
productivity, principally of war food 
items, on an average of about 30 per 
cent, without increase in the use of 
labor or farm machinery. In addition, 
70,000 tons of these fertilizer mate- 
rials have been made available for lend- 
lease shipment to help meet the food 
production problem of our allies. This 
same reclaimed plant has been utilized 


to produce large tonnages of nitrogen 
for munitions and of elemental phos- 
phorus for chemical warfare. 


* this same period, 108,000 
acres of seriously eroded land 
have been reclaimed through refores- 
tation. The trend toward the destruc- 
tion of the remaining soil resources of 
the area has been reversed. Similarly, 
the standard of living in the home and 
on the farm has been improved 
through the availability of low-cost 
power and the resultant increase in 
use. In the Tennessee valley area the 
average kilowatt-hour use per domes- 
tic customer has increased from around 
600 kilowatt hours in 1933 to 1,600 
kilowatt hours today. In 1933, 3.7 per 
cent of the farms in Tennessee had 
electric service available. By December 
1, 1942, this percentage had increased 
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to 21.4. In Mississippi, over the same 
period, farm electrification grew from 
less than 1 per cent to 12.7 per cent; 
in Alabama, the increase was from 4.6 
per cent to more than 24 per cent. 

TVA critics say that all of this has 
cost money. Of course it has. The final 
standard by which the success of this 
program must be judged is whether 
these results in terms of their total im- 
pact on the human and physical re- 
sources of the region prove to be 
worth the cost. The answer to this 
question cannot be determined by the 
juggling of balance sheet figures. It 
must be found in the lives of the people, 
the vitality of their institutions, and 
the preservation of their resources. In 
the end the narrow question of 
whether the sale of electric power pays 
its way may prove an insignificant fac- 
tor in the verdict of history. 


HE final evaluation can be made 
clearer if we stop to examine the 
confused financial picture that has been 
created by J. A. Whitlow in his 
recent critical analysis of TVA 
achievement.’ He professes difficulty in 
ascertaining the total amount of money 
made available to the TVA and the to- 
tal of expenditures. Those figures are 
readily available in the published an- 
nual reports of the authority which 
include detailed financial statements. 
There is no necessity for guesswork. 
The total of funds appropriated for 
the use of the authority through June 
30, 1944, is $667,969,270. In order to 
ascertain the total of funds and prop- 
erty made available for the authority's 


1“The TVA—Its Evolution and Representa- 
tions,” Part II, by J: A. Whitlow, Pustic 
Uriuities FortnicHtty, Vol. XXXII, No. 11, 
p. 677, Nov. 25, 1943. 
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use in all of its programs, there should 
be added to this figure the following: 
$35,089,738.68, representing the value 
of property transferred from the War 
Department ; $65,072,500, the amount 
realized from the sale of bonds for the 
purchase of utility properties ; and $53,- 
678,966, representing the net income 
from power sales prior to depreciation. 
This gives a total of $821,810,474.68. 

This figure, standing alone, has no 
relevance to the question of whether 
the sale of power is paying its way. In 
order to determine the amount of ex- 
penditures even remotely related to the 
cost of power production, adjustments 
must be made. First, there must be ex- 
cduded the sum of $101,783,710.20, 
which, while included in the amount 
appropriated, has never been spent. 
This leaves a total of $720,026,764.48 
as the total expended for all of the ac- 
tivities of the authority. Of this total, 
$63,953,929.48 has been expended in 
the nonincome - producing programs 
such as fertilizer research and distri- 
bution, reforestation, and the general 
research and development programs. 
These are activities historically sup- 
ported by appropriated funds and their 
cost is in no way related to the cost of 
power production. No one has attempt- 
ed to support the thesis that the power 
consumers of the area should finance 


this portion of the statutory program. 


‘HEN these irrelevant expendi- 
tures are eliminated, we find 
that the total expenditure for the dams 
and reservoirs, power properties of all 
kinds, and the special navigation and 
flood-control facilities will be $656,- 
072,845 at the end of the past fiscal 
year. Eliminating construction work in 
progress, which has not yet been classi- 
fied, the total investment in what may 
be loosely termed “plant” as of June 
30, 1943, was $467,796,803.33. As Mr. 
Whitlow recognizes, this total cannot 
be charged to power, since it represents 
the cost not only of the power facilities 
but also of the dams and reservoirs 
used jointly for all purposes, as well as 
special facilities used and useful only 
for navigation or flood control. 

The statute, recognizing this’ prob- 
lem, directed the board of directors to 
allocate this total cost among the pur- 
poses served. Admittedly, any attempt 
at allocating joint costs involves judg- 
ment factors upon which there can be 
no unanimity of opinion. No one has 
ever claimed that the method adopted 
by the authority is perfect or that it 
represents the only possible solution. 
The most that can be said for it is that 
it is reasonably related to the facts of 
this particular system and that it re- 


= 


“In the Tennessee valley area the average kilowatt-hour use 
per domestic customer has increased from around 600 kilo- 
watt hours in 1933 to 1,600 kilowatt hours today. In 1933, 
3.7 per cent of the farms in Tennessee had electric service 
available. By December 1, 1942, this percentage had in- 
creased to 21.4. In Mississippi, over the same period, farm 
electrification grew from less than 1 per cent to 12.7 per 
cent ; in Alabama, the increase was from 4.6 per cent to more 


than 24 per cent.” 


87 
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sults in a rough approximation of the 
share of joint costs that should be 
borne by each use in the light of the 
comparative cost of obtaining equiva- 
lent results from single-purpose proj- 
ects.* 


a. method is easily understood. 
Any cost that can be isolated as in- 
curred solely for a particular use is 
charged directly to that use. Thus the 
cost of the locks is charged to naviga- 
tion, the cost of flood gates to flood 
control, and the cost of the power- 
houses, generating equipment, substa- 
tions, and transmission lines is charged 
directly to power. The entire cost of 
the acquired utility properties, includ- 
ing hydroelectric dams, is likewise 
charged direct to power. This leaves 
for allocation only the cost of the mul- 
tiple-use structures and reservoirs. The 
proportion of this common cost that 
should be borne by each of the three 
uses is arrived at by estimating the al- 
ternative cost of procuring equivalent 
navigation facilities by projects use- 
ful for navigation alone, the alternative 
cost of providing equivalent flood pro- 
tection by projects useful only for that 


2The independent engineering staff of the 
Joint Congressional Committee Investigating 
the Tennessee Valley Authority made an 
analysis of this allocation problem. Their con- 
clusion is reported by the committee as fol- 
lows: 

“The committee’s engineers comment at 
length on the problems of allocating the com- 
mon investment in the authority’s program. 
They report that the authority made an ex- 
tensive study, taking into consideration all of 
the factors involved; and, in their opinion, 
while certain minor considerations could have 
been more fully taken into account, they adopt- 
ed the authority’s figures as a basis for the 
study of its wholesale rates, ‘as being within 
reasonable limits of what a group of impartial 
engineers and economists would determine’ ” 
Pe 56, 76th Cong., Ist sess. (1939), p. 
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purpose, and the alternative cost of ob- 
taining equivalent power by projects 
serving only that purpose. The result 
of the application of this method is 
that of the total investment in “plant” 
$75,475,140.06 has been charged to 
navigation, $40,026,901.32 has been 
charged to flood control, and $352,- 
295,573.95 to power. 

The particular criticisms which Mr, 
Whitlow levels at this result will not 
withstand analysis. He first attempts to 
create the impression that Dr. A. E. 
Morgan, the first chairman of the au- 
thority, attacked this allocation as un- 
fair. As shown by the Report of the 
Joint Committee Investigating the 
Tennessee Valley Authority, Dr. Mor- 
gan’s complaint was that “the board 
used his recommendations but changed 
the wording slightly so as to avoid ad- 
mitting that he was right.’”® 


M* WHITLOw says that in any 
event the allocation to navigation 
is excessive, since the Army Engineers 
once estimated that some kind of navi- 
gation channel could be constructed on - 
the Tennessee river for $75,000,000. 
This attempt to reflect discredit upon 
the TVA allocation by the use of this 
Army estimate has been exploded on so 
many different occasions, before so 
many different forums. The estimate 
referred to is found in House Docu- 
ment No. 328, 71st Congress, 2d ses- 
sion, published in 1930. It shows on its 
face that it is intended to be at most 
a preliminary rough estimate of the 
probable cost of constructing 32 mov- 
able wicket dams. The preliminary na- 
ture of the estimate is shown by the 


te S. Doc. 56, 76th Cong., 1st sess. (1939), p. 
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Difference in Retail Rates 


“.. the real significance in the TVA ultimate rate setup is not found 

in the difference between the authority's wholesale rate and the whole- 

sale cost under private operation. It is to be found in the fact that the 

spread between the wholesale rate and the final rate to the consumer is 

enormously less than the corresponding spread between wholesale cost 
and the final rate under private operation.” 





fact that it was made without any site 
investigations and that the exact loca- 
tion of the dams was not determined. 

Even if the estimate were accepted 
at face value, there would have to be 
added a sum of $21,793,000, represent- 
ing the cost of a high navigation dam 
at the Wilson site. In fact, however, 
this estimate is meaningless in any con- 
sideration of the TVA allocation. The 
expense of constructing a system of 
low dams to improve navigation does 
not provide a fair measure since the 
benefits to navigation resulting from 
such an improvement would have been 
inferior to those provided by the 
TVA’s high-dam system. This conclu- 
sion should no longer be open to dis- 
pute since it has been judicially deter- 
mined on several occasions.* 


| achcperpuiay the $75,000,000 esti- 
mate is woefully inadequate even 
for the system of movable wicket dams 
which it contemplated. In many in- 
stances the estimated costs would not 
have been sufficient to cover even the 
cost of a cofferdam required to un- 
water the site before construction 
could be started. For some years prior 
to the enactment of the Tennessee Val- 
ley Authority Act the Army Engineers 
had been engaged in more detailed in- 
vestigations of sites for low dams in 
the lower Tennessee river and had pre- 
pared estimates for these structures 
which were materially higher than 
those presented in House Document 
No. 328. According to the testimony 
before the Joint Investigating Com- 
mittee, the total construction cost for 





*Tennessee Electric Power Co. v. Tennessee 
Valley Authority (1938) 21 F Supp 947, 953, 
4 PUR (NS) 497; Findings of Fact in Ash- 
wander v. Tennessee Valley Authority (1936) 
27 US 288, 80 L ed 688, fdg. 157, r. 1087; 
Findings of Fact in Tennessee Electric Power 
Co. v. Tennessee Valley Authority (1939) 306 
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US 118, 27 PUR (NS) 1, fdg. 70, r. 616. The 
same conclusion was reached by the engineer- 
ing staff of the Joint Congressional Commit- 
tee Investigating the Tennessee Valley Au- 
thority (S. Doc. 56, 76th Cong., Ist sess 
(1939), p. 137). 
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this low-dam system, estimated upon 
the basis of actual dam site investiga- 
tions, would amount to approximately 
$145,000,000.° 

Furthermore, there is the amount 
which must be allocated to flood con- 
trol. The amount so allocated is clear- 
ly less than the cost of obtaining equiva- 
lent protection by other means. The 
protection thus obtained is worth in 
dollars many times the amount allo- 
cated, 

Moreover, the value of these 
multiple-use projects for power pro- 
duction is materially affected by the re- 
quirement that they be operated for 
flood control. 

Mr. Whitlow’s handling of the facts 
relating to the valuation of the Muscle 
Shoals property, constructed during 
the first World War and transferred 
to TVA in 1933, is, to put it mildly, 
quite untenable. For example, he says 
that “the Muscle Shoals steam plant 
cost the government about $60,000,000 
to build.” An experienced utility man 
would surely question that statement. 
The total cost of Nitrate Plant No. 2, 
including the chemical plant, the shops, 
the land for the reservation, the vil- 
lages, the public works, Waco quarry, 
and the steam plant, was $64,511,838.- 
89. Of this total, only $12,326,- 
392.23 represented the cost of the 
steam plant. 

The plant was of no value to the 
power program of the authority. It was 
maintained only because of the express 
statutory direction to keep this prop- 
erty in “stand-by” condition for na- 
tional defense purposes. 


5 “Hearings before the Joint Congressional 
Committee Investigating the Tennessee Val- 
ley Authority,” pt. 11, p. 4731. 
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— let us examine the charp 
that “Wilson dam at Myggj 
Shoals cost $46,951,000 but Tv; 
charged only $19,529,000 to elects; 
power.” The inference is that the dan 
had a value for power production pur 
poses in 1933 of over $45,000,000 ang 
that that value was arbitrarily wrj 
ten off. 

The statute directed the board to de 
termine the “present value” of Wilso 
dam as of May 18, 1933. The board ap 
pointed a valuation committee com 
posed of outside consultants with broa 
experience in the valuation of utili 
properties. 

As the valuation committee point 
out in its report: 


Throughout the construction of Wils 


and shutdowns necessarily had a harmf 
effect upon construction operations. 

The original construction was begu 
in great haste but later was several tim¢ 
delayed and was not completed until seve 
years after the end of the war. The peculi 
circumstances of construction clearly ind 
cate that the historical cost is not only 3 
unreliable measure of the present value o 
Wilson dam, but has, in fact, no direct bear 
ing upon this value [p. 12] 


Upon the basis of its studies, 
committee determined that the es 
mated cost new of a substitute planto 
modern design was $33,529,890 com 
pared with a replacement cost of ti 
identical plant of $36,246,754. 
“present value” as of 1933 was plac 
at $31,300,000, which valuation wa 
entered on the books. The private o! 
fers for the purchase of the Musd 
Shoals properties did not recogni 
any such value for Wilson dam. Subse 
quent adjustments for depreciatia 
and for additions and betterments 1 
sult in a present book value of $44, 
591,784.21. 
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t is contended, however, that even 
] if the allocation is accepted, the 
power program is still operating at a 
deficit. The facts cannot be twisted to 
support such a conclusion. As pointed 
out in the previous section of this ar- 
ticle, the net income from power oper- 
ations after operating expenses and 
depreciation has been sufficient to yield 
a return on the amount invested of 5 
per cent for 1943, 2 per cent for 1942, 

d4 per cent for 1941. It is thus ap- 
arent that even if we accept Mr. Whit- 
@jw's requirement of an interest rate of 
2.75 per cent® that requirement is now 
hing more than met on the face of the 
figures, except for the abnormal low- 

ater year of 1942. But Mr. Whitlow 
says that the net income figures are not 
0 be trusted because their validity de- 
pends upon the amounts set aside for 
depreciation, and, since he cannot de- 
ermine what those amounts are, he 


just assumes that they are inadequate. 
This apparent confusion as to the 
nature of the depreciation charges is 


6This requirement is based upon the as- 
sumption that the money used to finance the 
TVA development has been obtained from 


‘borrowing and that the average cost of that 


money to the United States is 2.75 per cent. 
The assumption is open to question since it 
would be equally reasonable to assume that 
he money came from tax revenues. In any 
ent, the interest rate seems high since the 
ederal Reserve Bulletin for September, 1943, 
shows average monthly interest rates on tax- 
empt government bonds for 1943 ranging 
from 2.08 per cent to 1.82 per cent and shows 
yearly averages from 1940 to 1942 ranging 
a 2.21 per cent to 1.95 per cent. 


somewhat surprising in view of the 
fact that the depreciation policy has 
been explained in detail in each pub- 
lished annual report. Under this pol- 
icy limited life assets, 7.e., all assets 
except land, land rights, and reservoir 
clearance cost, are depreciated on a 
straight-line basis. Rates of deprecia- 
tion for each class of property are de- 
rived from engineering studies of re- 
maining useful life. Any change in the 
rates affects only future years. Com- 
posite reserves are maintained, against 
which are charged the full cost of re- 
tirements, less salvage. This policy as- 
sures 100 per cent recovery of the cost 
of facilities over the period of useful 
life. Far from being “inadequate,” this 
policy is considerably more conserva- 
tive than that of most utilities. 
1 ion this narrow and relatively 
simple question of whether TVA 
power revenues are sufficient to pay the 
costs actually incurred by TVA, Mr. 
Whitlow proceeds to the distinct ques- 
tion of whether TVA’s costs are iden- 
tical with the costs incurred by the pri- 
vate companies. Here the assumption 
seems to be that the lack of such iden- 
tity in some way reflects unfavorably 
upon the integrity of the program. 
Such an assumption can be supported 
only upon the premise that the author- 
ity has represented to the public that 
all cost elements are identical and has 
thereby set up a false “yardstick” by 


7 


“TVA power goes to 22 municipalities and codperatives and 
57,600 consumers in Alabama; to 2 codperatives and 9,800 


q 


ciati 0 
nts f¢ 


E $40 


consumers in Georgia; to 10 municipalities and codpera- 
tives and 26,900 consumers in Kentucky; and to 26 mu- 
nicipalities and codperatives, serving 47,000 consumers, in 
Mississippi.” 
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which the fairness of the rates of the 
private companies is to be measured. 
But no such representation has ever 
been made. On the contrary, it has been 
repeatedly pointed out that differences 
do exist and that allowances for those 
differences should be made in any at- 
tempt at rate comparison. 

Mr. Whitlow attempts to list the dif- 
ferences or “subsidies,” as he prefers 
to call them. Of the items mentioned 
only one is of sufficient substance to 
have any measurable effect. It is true 
the government can obtain the capital 
required to finance a development of 
this character at a lower cost than that 
which would be incurred by a private 
borrower. Indeed, this difference in the 
cost of money partially explains why 
the government is able to undertake 
the unified development of a river sys- 
tem such as the Tennessee when pri- 
vate financing proves impossible. The 
private companies were given the op- 
portunity to undertake this develop- 
ment and refused.” 


HE implication seems to be that it 
is immoral for the government to 
take advantage of its ability to finance 
at low cost in order to conserve and de- 
velop natural resources that would 
otherwise be wasted. All that can be 
reasonably required of the TVA whole- 
sale rate is that it be adequate to re- 
cover power costs actually incurred by 
TVA, including accruals for deprecia- 
tion sufficient to replace the physical 
property during its useful life, and to 
earn over and above these costs a re- 
turn on the investment sufficient to re- 
imburse the Federal Treasury for the 
actual cost of the money to it. There is 
7See H. Doc. 131, 72nd Cong., Ist sess. 
(1931). 
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no sound reason why the ratepayers 
should be required to pay not on the 
basis of actual cost but on a h 
thetical computation of what the money 
would have cost if it had been bor. 
rowed by someone other than the goy- 
ernment. 


by us look at the other alleged “sub. 

sidies.” This oft-repeated charge 
of subsidies was considered in detail by 
the engineering staff of the Joint Con. 
gressional Committee. On the basis 0 
that engineering study the committe 
found that the saving through the 
franking privilege amounts at most to 
$25,000 a year. With reference to 
land-grant freight rates the committee 
concluded that this is “an infinitesimal 
consideration, not worth referring to, 
except that it is so often cited as one 
of the subsidies granted to the av- 
thority by the government.”® It should 
also be noted that even this “‘infinitesi- 
mal subsidy” no longer exists, The 
Transportation Act of 1940? abolishes 
these land-grant rates except for cer- 
tain situations not applicable to the av- 
thority. 


HE list of subsidies, according to 

Mr. Whitlow, includes: “TVA 

has free access to patents on hydro- 
electric power or fertilizer develop- 
ments, a clear discrimination against a 
competitor and confiscation of the 
rights of a patent owner.” Apparently 
that author’s sources of information do 
not include a copy of the Tennessee 
Valley Authority Act. The section to 
which he refers vests in the owner of 
any patent, copied or infringed, the 


8S. Doc. 56, 76th Cong., Ist sess. (1939), ?. 
74. 
954 Stat 898, 49 USC §1 et seq. 
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Location of Major Projects on Tennessee River 


66 HE largest dam on the Tennessee, which is also the most vital 

flood-control project in the system, is located in Kentucky, while 

other major projects are in North Carolina and Georgia. Two of the 

most rapidly expanding river ports are located in Alabama and the 

benefits of the navigation, flood-control, and agricultural programs are 
diffused throughout the valley and far beyond.” 





right to recover “reasonable compensa- 
tion for such infringement.””?° 

The financing of purchases of elec- 
tric appliances by the Electric Home 
and Farm Authority has been held up 
as an additional subsidy to TVA. It 
should be noted that this financing took 
place during the early years of the 
TVA development, when most of the 
area was being served by the private 
companies. Since the increased use of 
electric appliances and the consequent 
increase in the consumption of electric- 
ity reacted to the benefit of whatever 
concern was supplying the market, it is 
apparent that the principal beneficiaries 
of any subsidy arising from the Elec- 
tric Home and Farm Authority pro- 
gram were the private companies. 


[' has also been charged that the au- 
thority can obtain valuable services 


10 Tennessee Valley Authority Act, $19 (48 
Stat 68 (1933), 16 USC §831r (1940) ). 
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from other government agencies with- 
out cost to itself. As to that, consider 
the following easily verified facts: (1) 
The TVA has not availed itself of the 
statutory privilege of requesting loans 
of personnel from other agencies, but 
on the contrary, the flow of such bor- 
rowed personnel has been in the oppo- 
site direction; and (2) under gov- 
ernment practice, if the TVA obtained 
such personnel services from other 
agencies, it would be required to make 
full reimbursement, including salary, 
retirement, leave accruals, and travel. 
Among the claimed subsidies is the 
alleged effect of PWA financing of 
municipal distribution systems. It is 
difficult to understand the relevance of 
this item in any consideration of TVA 
costs or the adequacy of the TVA 
wholesale rate. If there is a subsidy, it 
is a subsidy to the municipal systems 
and can in no way affect the cost of 
generation or transmission. 
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In emphasizing these so-called sub- 
sidies, the TVA critic overlooks the 
fact that there are a number of offset- 
ting cost disadvantages incident to the 
authority’s status as a government 
agency. Under government regulations 
purchasing and inspection require- 
ments are more rigid than in private 
work and therefore tend to increase 
costs. Auditing and budgetary controls 
are burdensome and costly. Personnel 
policies must take into consideration 
factors not present in private business, 
such as the granting of annual leave, 
restrictions on overtime, and the use of 
local labor. The interests of conserva- 
tion and public health, particularly the 
authority’s malaria-control work, add 
substantial elements of cost. 


HE Joint Congressional Commit- 
tee summed up its conclusion on 
this subject of subsidies and offsetting 
disadvantages with this apt statement: 


All the items in both these lists are small 
in comparison with the total cost of the con- 
struction work. In the opinion of the engi- 
neers, with which the committee concurs, 
the net effect of these minor factors is in- 
consequential, and is far less than the normal 
errors to be expected in the estimates as a 
whole. 11 
In his consideration of the “yard- 

stick”” Mr. Whitlow falls into a com- 
mon error by failing to distinguish be- 
tween two distinct questions. He con- 
centrates his attention on the adequacy 
of the TVA wholesale rate, evidently 
upon the assumption that the validity 
of the “yardstick” depends upon a de- 
termination as to whether that rate cov- 
ers costs. But this does not follow. The 
true nature of the “yardstick” idea has 
been most clearly stated in the report 
of the Joint Congressional Committee, 


oa S. Doc. 56, 76th Cong., Ist sess. (1939), p. 
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which was directed by the resolutio, 
creating it to report on this question 
As the committee points out: 


The yardstick is not in the authority’ 
wholesale rates, but in the retail rates of 


be considered a nation-wide yardstick, 
measure of results to be expected. 12 


7mAN this statement makes clear, the im 
portant inquiry is whether the 
rates at which the municipal systems 
are selling electricity to the ultimate 
consumers constitute a fair measure by 
which private rates may be judged. Mr, 
Whitlow would undoubtedly reply 
that these municipal retail rates do nof 
furnish any such standard of compar- 
son since the municipal systems are 
purchasing their wholesale power supa 
ply from the authority at an exces. 
sively low wholesale rate. If true, this 
is a valid point. But it should be made 
clear that its validity depends not upon 
the question of whether the TVA 
wholesale rate is adequate to cover the 
authority’s costs, but rather upon the 
quite different question of whether 
that rate is so far below the wholesale 
cost of the private companies as to un- 
dercut the market. Upon this point the 
engineering staff of the Joint Commit 
tee considered voluminous evidence, 
and found that that evidence indicated 
that private companies were actually 
selling large blocks of firm power a 
less than the authority's wholesale 
rates, and concluded that, 


Taking all the available evidence into con- 
sideration, it appears that the authority 's 
not underselling the market for privately 


as S. Doc. 56, 76th Cong., Ist sess. (1939), p. 
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generated power by more than a mill or two, 
if at all.18 
Upon this basis, it is apparent that 
e striking difference in retail rates 
ot be accounted for solely upon the 
sis of a difference in wholesale cost. 
nother words, the real significance in 
e TVA ultimate rate setup is not 
ound in the difference between the au- 
ority’s wholesale rate and the whole- 
sale cost under private operation. It is 
0 be found in the fact that the spread 
Mectween the wholesale rate and the 


omegminal rate to the consumer is enormously 


ess than the corresponding spread be- 
een wholesale cost and the final rate 
nder private operation. 


T follows that since the difference in 
the final rate to the consumer can- 
ot be accounted for by any alleged 
subsidy in the wholesale rate, another 
explanation must be found. While ap- 
parently not clearly recognizing that 
e whole argument against the “yard- 
stick” must depend upon a showing 
hat the municipal systems are in some 
way subsidized in their operations, 
Mr. Whitlow does hint at one possible 
explanation in his reference to PWA 
fnancing. If it could be established 
that any substantial part of the capital 
cost of the municipal systems has been 
financed by grants, the rate differential 
would be partially explained. 


ve S. Doc. 56, 76th Cong., Ist sess. (1939), p. 


The answer is found in the facts 
of record. 

The distribution systems in ques- 
tion were not constructed with 
PWA funds. They were purchased 
by the municipalities from the 
private companies and the purchase 
price was obtained through the sale of 
revenue bonds on the market. The to- 
tal capital investment in distribution 
systems distributing TVA power is 
$95,000,000. Of that total, only $8,- 
933,000 or less than 10 per cent repre- 
sents Federal grants. 

The facts concerning the private 
financing of these systems should set- 
tle any doubts concerning their finan- 
cial soundness. The private lenders, 
who certainly have not been actuated 
by sentimental or charitable motives, 
have shown no reluctance to accept the 
pledge of revenues as sole security for 
their loans. The interest rates are uni- 
formly low. Typical examples are 
Knoxville, Tennessee, 3.39 per cent; 
Chattanooga, Tennessee, 2.7 per cent; 
Nashville, Tennessee, 2.32 per cent; 
Murfreesboro, Tennessee, 2.81 per 
cent; and Bowling Green, Kentucky, 
2.75 per cent. Recent experience in re- 
financing after several years of actual 
operations is even more significant. 
Nashville has recently refunded $4,- 
790,000 of these bonds at 1.40 per cent, 
and Chattanooga has refunded over 
$6,000,000 at rates of 2 per cent and 
2.25 per cent. 


e 


q 


“RETAIL and service trade in the TVA area rose 87 per 
cent between 1933 and 1939, compared to a 70 per cent in- 
crease for the nation. If the increase in trade in the TVA 


area had proceeded at the same rate as in the remainder of 
the six states, the total would have been $28,000,000 less 
than the actual 1939 figure for the valley.” 
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HE final portion of the Whitlow 

article is devoted to a claim that 
the investment in TVA has resulted in 
no substantial benefits to the nation or 
to the area. This is an ambitious effort 
to convince the people of the area that 
the tangible evidences of progress, 
which they see in the improved produc- 
tivity of their land, the decreased rav- 
ages from floods and erosion, the move- 
ment of barges upon their river, and the 
increased use of electric energy in the 
home and on the farm at a saving of 
upwards of $10,000,000 per year, are 
all accounted for as an optical illusion 
created by the magic of psychological 
propaganda. The first step in this proc- 
ess is the attempt to isolate the au- 
thority within the confines of the state 
of Tennessee and to make of it a purely 
local project. 

The stake that the other valley states 
have in the future of this enterprise 
cannot be thus whittled away. TVA 
power goes to 22 municipalities and co- 
Operatives and 57,600 consumers in 
Alabama ; to 2 cooperatives and 9,800 
consumers in Georgia; to 10 munici- 
palities and cooperatives and 26,900 
consumers in Kentucky ; and to 26 mu- 
nicipalities and codperatives, serving 
47,000 consumers, in Mississippi. 


we of the physical plant is lo- 
cated outside of Tennessee, The 
largest fertilizer and munitions plant 
is located in Alabama, as are three of 
the main stream dams. The largest 
dam on the Tennessee, which is also the 
most vital flood-control project in the 
system, is located in Kentucky, while 
other major projects are in North 
Carolina and Georgia. Two of the 
most rapidly expanding river ports are 
located in Alabama and the benefits 
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of the navigation, flood control, ay 
agricultural programs are diffusa 
throughout the valley and far beyon( 

Mr. Whitlow’s statistical data py 
port to establish that the TVA expend 
iture has not resulted in any substan 
tial economic improvement, either jj 
Tennessee or elsewhere. There are im 
pressive statistics to the contrary. |j 
the area served by TVA power th 
number of manufacturing wage earn 
ers has increased by 47 per cent in thé 
period from 1933 to 1939. The cor 
responding increase for the nation is 34 
per cent. During this same period 
manufacturing wages paid increase( 
by 97 per cent in the TVA area as com 
pared to 84 per cent for the nation 
Value added by manufacture increased 
by 88 per cent in the public power are 
compared to 76 per cent for the nation. 
If values added by manufacture had 
increased in the TVA area only at the 
rate of increase in the remainder of the 
six states, the values added would have 
been $10,500,000 less in 1939 than 
they actually were. 


Ags and service trade in the TVA 
area rose 87 per cent between 
1933 and 1939, compared to a 70 per 
cent increase for the nation. If the in- 
crease in trade in the TVA area had 
proceeded at the same rate as in the re- 
mainder of the six states, the totdl 
would have been $28,000,000 less than 
the actual 1939 figure for the valley. 
Installed generating capacity for 
public use in the area served by TVA 
increased 85 per cent from 1934 to 
1941, compared with a 26 per cent in- 
crease for the nation as a whole. If the 
increase in installed capacity had pro- 
ceeded at the rate in effect in the re 
mainder of the six states, the capacity 
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Installed Generating Capacity in TVA Area 


ge ree generating capacity for public use in the area served by 

TVA increased 85 per cent from 1934 to 1941, compared with a 

26 per cent increase for the nation as a whole. If the increase in installed 

capacity had proceeded at the rate in effect in the remainder of the six 

states, the capacity available for war production in 1941 would have 
been 412,000 kilowatts less than it actually was.” 





available for war production in 1941 
would have been 412,000 kilowatts less 
than it actually was. 

If any particular emphasis is to be 
be placed on the position of the state of 
Tennessee, as contrasted with the 
other valley states, it should be noted 
that in all of the significant items, 
manufacturing, trade, bank deposits, 
total and per capita income, Tennessee 
leads either in volume of increase or 
percentage of increase. 

Several of the statistical compari- 
sons contained in Mr. Whitlow’s 
article are open to question. For in- 
stance, a comparison of Tennessee with 
Texas proves little, since Texas is a 
newly developing area with a wealth of 
natural resources barely tapped as yet, 
while Tennessee is an older state whose 
resources have been exploited and with 
a larger amount of rebuilding neces- 
sary. The statistical reference of Mr. 
Whitlow to war contract allocations 


by states includes supply contracts 
for ships, industrial shipbuilding facili- 
ties, and nonindustrial facilities such 
as Army camps. It should be noted 
that Tennessee is an inland state. If 
the industrial shipbuilding facilities in 
the Mobile and New Orleans area were 
eliminated, it is altogether probable 
that the industrial facilities contracts 
in Tennessee would exceed those in any 
other southeastern state. The figures 
mean little until the industrial facilities 
are broken down as between shipbuild- 
ing and other types. 

Finally, Mr. Whitlow says that the 
TVA can take no credit for providing 
the power supply that has been re- 
quired to meet the tremendous expan- 
sion in the production of aluminum, 
chemicals, and other war materials that 
has taken place in this area. He ex- 
presses complete confidence that if it 
had not been for the TVA the private 
power companies would have done this 
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job just as well. One may be pardoned 
for not sharing this confidence when it 
is recalled that these private companies 
in court proceedings and before con- 
gressional committees from 1933 to 
1939 were insisting that the TVA was 
building unneeded surplus capacity and 
that the power thus provided was a 
drug on the market. The sworn testi- 
mony of their ranking officials was that 
this power was not only unnecessary 
but unjustified. Would these same 
men have promoted an expansion 
program equal to the TVA increase 
from an installed capacity of 540,000 
kilowatts in the area in 1933 to 1,064,- 
000 kilowatts in 1941? 


W: are told by Mr. Whitlow that, 
despite this unprecedented expan- 
sion, a shortage developed on the 
TVA system in the fall of 1941 and 
that that shortage is accounted for by 
the fact that TVA was “caught short of 
steam capacity.” There was no short- 
age in the sense that that term is or- 
dinarily used in the utility business and 
TVA was not “caught short.” TVA 
had available on its own system suffi- 
cient energy to meet all of its contract 
commitments, but in this period there 
was not sufficient energy on the system 
to meet those commitments plus the 
tremendous emergency demands of the 
Aluminum Company over and above 
the amount that it had contracted for. 
The explanation is found not in any 
shortage of capacity on the TVA sys- 
tem but in the economics of aluminum 
production. 

In normal times that industry 
operates on a seasonal basis with sec- 
ondary power. In periods of high flow 
the plants produced near capacity and 
large stock piles were accumulated. 
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When the amounts of power available 
at the company’s own dams decreased 
due to low-stream flow, production 
was cut down. This method of opera- 
tion could not be adhered to when war 
demands required continuous opera- 
tion at full capacity. This requirement 
coincided with one of the worst water 
years in the history of the Southeast. 
Asa result, it became necessary for the 
Aluminum Company to obtain, during 
the months from September, 1939, to 
December, 1941, a total of 1,856,000,- 
000 kilowatt hours in excess of the total 
of the amounts it could produce on its 
own system, plus the amounts it had 
contracted to purchase from the 
authority. All of this excess had to 
be supplied over the TVA system. 


Lean this period the TVA de- 
livered to the various defense in- 
dustries in the area a total of 2,000,- 
000,000 kilowatt hours in excess of its 
contract commitments. It is to the 
credit not only of the authority but of 
all the utilities of the Southeast, whose 
cooperation was invaluable, that this 
job was done. It is at least doubtful 
whether it could have been done at all 
had it not been for TVA’s insistence on 
expanding capacity prior to 1939. 

The magnitude of the war power 
problem in the Tennessee valley area 
is illustrated by the fact that total elec- 
tric energy consumption in the valley 
increased by more than 75 per cent 
from September, 1939, to September, 
1941, as compared with a national in- 
crease during the same period of 30 per 
cent. The nation may well be grateful 
for the “unwanted surplus” about 
which we heard -such bitter complaint 
in the years immediately preceding 
Pearl Harbor. 
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Wire and Wireless 
Communication 


UBLISHED reports that the Federal 

Communications Commission was 
prepared to bar all further radio broad- 
casting station licenses to newspaper 
publishers brought forth a denial by 
Chairman Fly that any final action along 
this line had been taken by the FCC. 

It would appear, however, that the 
FCC had planned a final vote on the is- 
sue on December 30th at an executive 
session of the commission. The meeting, 
however, was suddenly postponed by 
Chairman Fly after news of the impend- 
ing action was made available to the press 
from sources on Capitol Hill. Subse- 
quently, it was decided to postpone action 
on the matter for some time. 

The earlier reports indicated that only 
Commissioner Craven had dissented 
from the decision of his colleagues to 
take the following action: (1) Consider 
newspaper ownership as an element af- 
fecting the qualification of further appli- 
cants for broadcasting stations, whether 
on standard, frequency modulation, tele- 
vision, or facsimile bands of the spectrum. 
In other words, newspaper publishers 
already owning an interest in such sta- 
tions would not be affected. 

(2) A revision of an earlier proposal 
which would have categorically prohib- 
ited newspaper publishers from acquir- 
ing an interest in radio broadcast sta- 
tions. (3) Adoption of the principle that 
“diversification of control” of various 
media of information is desirable. This 
would, in effect, place newspaper appli- 
cants for radio licenses at a disadvantage 
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as compared with rival applicants having 
no connection with the newspaper pub- 
lishing business. 

Commissioner Craven continued his 
vigorous opposition to any attempt by the 
commission to discriminate between 
classes of licensees. He questioned the 
constitutionality of such action in the 
absence of statutory authority under the 
Communications Act. 


. eS Pe 


MERGER of international communi- 

cations facilities will be recommend- 
ed to the Senate Interstate Commerce 
Committee by the Federal Communica- 
tions Commission, James Lawrence Fly, 
FCC chairman, told the committee last 
month. Fly appeared before the com- 
mittee to answer charges made December 
lst by Joseph Pierson, of Wilmette, 
Illinois, president of Press Wireless, 
Inc., that the FCC had discriminated 
against Press Wireless in refusing 
licenses to transmit news matter from 
overseas points. 

“Until we have unification, there will 
be confusion in parceling out facilities to 
several companies,” Fly said. “It com- 
plicates the international communications 
to have new companies moving into the 
commercial field on the eve of unification. 
The United States is the only country 
that tolerates such a condition.” 

Press Wireless, indirectly referred to 
by Fly as a “new company,” was organ- 
ized in 1929 for the independent trans- 
mission of foreign news to American 
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newspapers, press associations, and radio 
stations direct from its source. 


*x* * * * 


N the nature of gossip concerning 
developments at the executive ses- 
sions of the Federal Communications 
Commission, there was an allegedly tie 
vote taken on a motion to seek a $40,- 
000,000 reduction in toll rates from the 
American Telephone and Telegraph 
Company. According to rumor in the 
nation’s capital, the motion was lost for 
want of a majority. In consequence, the 
telephone industry was reported to be 
watching carefully for the nomination of 
any appointee to the commission to fill 
the vacancy left by the expired term of 
Commissioner George Henry Payne. 
Because of the possible attitude of the 
Senate Interstate Commerce Committee, 
which has been listening to critical testi- 
mony concerning communications regu- 
lations for two months, it is believed in 
some quarters that President Roosevelt 
might hesitate to precipitate a fight on the 
confirmation of any additional nominee 
at this time. 


* * *K xX 


EPORTS in Wall Street that the sale of 
the American Telephone and Tele- 
graph Company’s telegraph facilities to 
the Western Union Telegraph Company 
is “imminent” were promptly denied last 
month by officials of AT&T. The Bell 
system, it was explained, is taking a com- 
plete inventory of its telegraph plant and 
equipment and the job will not be com- 
pleted for some time. When all the fig- 
ures are at hand, AT&T will be in a 
position to determine a valuation for its 
telegraph facilities, and the amount is 
expected to exceed $25,000,000. 

This, in turn, was said to raise the 
question how Western Union would 
raise the money required for taking over 
AT&T’s telegraph business, particularly 
in view of Western Union’s recent stock 
flotation and debt assumption in connec- 
tion with its acquisition of the Postal 
Telegraph system. Consolidation of all 
the nation’s telegraph facilities was the 


JAN. 20, 1944 


aim of legislation passed several months 
ago permitting the Western Union- 
Postal merger, but the AT&T telegraph 
setup is a profitable one, whereas Postal, 
prior to its merger, operated at a deficit 
for many years. 


* * *k * 


3-juDGE Federal court opinion 

handed down‘on December 17th dis- 
missed a petition filed by New England 
Telephone & Telegraph Company, which 
asked for suspension of a Federal Com- 
munications Commission order disallow- 
ing payment of $998,874 to the com- 
pany’s pension fund to be charged 
against current expenses. 

The court, made up of Judge Calvert 
Magruder, of the United States Circuit 
Court of Appeals, and District Court 
Judges Francis J. W. Ford and Arthur 
D. Healey, ruled that it was not within 
its province to rule upon the respective 
merits of the opposing views. 

The FCC order had held that charging 
the payment against current expenses 
would result in a boost in telephone rates. 


* * *K * 


G ox radio industry, now producing 
equipment at a monthly rate of 
$250,000,000 against $30,000,000 last 
year, has a promising postwar develop- 
ment in television, but the public should 
expect no overnight transformation to 
television after the war, David Sarnoff, 
president of Radio Corporation of Amer- 
ica, said recently. 

He warned that it will require the in- 
dustry, now 100 per cent on war work, 
from three to six months to resume out- 
put of civilian broadcast receivers, and 
said it may take a year after approval of 
standards and full authorization of com- 
mercialization of television broadcasting 
by the Federal Communications Com- 
mission before television sets are avail- 
able within the price range from $200 to 
$300. 

“Production of television receivers,” 
Mr. Sarnoff continued, “‘is not the only 
task. Television transmitters must be 
erected. Interesting programs must be 
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WIRE AND WIRELESS COMMUNICATION 


planned. Automatic radio relay stations 
must be built to link key cities into a net- 
work. That is no one-year job.” 
Predicting that frequency modulation 
on ultra short waves holds great promise 
of becoming an added feature in broad- 
asting, he said the home radio instru- 
ment of the future will be a combination 
tevision and sound-broadcast receiver 
incorporating “FM” and the phono- 


Although all new radio developments 
may-not be realized in 1944, the new 
ideas, tools, and instruments may well 
give us 1960 radio in 1950, according to 
the radio executive, who said “war 
shrinks the lapse of time between inven- 
tion and its practical use.” 

Other developments in radio, outside 
communication, include the application 
of radiothermics, or radio heating, now 
finding wide use in the industry, the elec- 
tron microscope, and apparatus that will 
be adapted for collision prevention to 
aircraft, ships, railroads, and possibly 
autos, Mr. Sarnoff said. 

Radio Corporation, he reported, has 
increased the number of its employees to 
more than 40,000 from 23,000 since the 
war started, and another 6,000 employees 
are enrolled as officers and enlisted men 
in the armed forces. 


* * * * 


| eae of 500,000 shares of common 
stock by Rochester Telephone Cor- 
poration was approved on December 28th 
by the New York Public Service Com- 
mission, which said the issue would re- 
vise a security setup that has “virtually 


vested” corporation control in one 
individual. 

The new issue of common stock, at a 
par value of $10 a share, will replace 
48,140 shares of second preferred stock 
and 1,000 shares of common stock out- 
standing at $100 a share. 
_ The commission, in a recent proceed- 
ing involving the corporation’s petition 
for issuance of preferred stock, objected 

at under its present financial structure 

e ownership of $66,500 of common 
stock “virtually vested control of a cor- 
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poration with book assets of more than 
$26,000,000 in one individual.” 

The outstanding 1,000 shares of com- 
mon stock, of a par value of $100,000, 
are held by twelve individuals and con- 
stitute less than one per cent of the com- 
pany’s capital structure. Upon issuance 
of the new stock, the commission said, the 
1,000 shares will be offered to the public 
by present holders through investment 
brokers. 

Until recently, the 48,140 shares of 
second preferred, 5 per cent, stock and 
335 (of the 1,000) shares of common 
were owned by the New York Telephone 
Company. Some holders of the balance 
of common stock purchased both blocks 
last summer. 

In previously criticizing what it termed 
the corporation’s “one-sided financial 
setup,” the commission said the remain- 
ing 665 of the 1,000 common stock shares 
were vested in a voting trust controlled 
by one individual. 


x* * * * 


Bo Inc., owned by Henry R. Luce, 
publisher of Time, Life, and For- 
tune magazines, has purchased a 124 per 
cent interest in the Blue Network Com- 
pany, Inc., broadcasting system, it was 
announced last month by Edward J. 
Noble, former Under Secretary of Com- 
merce, who had taken over: the radio 
chain last October for $8,000,000. 

A similar share, Mr. Noble disclosed, 
was acquired by Chester J. LaRoche, 
former chairman of the board of the 
Young & Rubicam advertising firm and 
at present chairman of the War Adver- 
tising Council. Smaller interests, less 
than 5 per cent each, also were sold to 
Mark Woods, president of the Blue Net- 
work, and Edgar Kobak, executive vice 
president. Mr. Noble indicated the news 
and feature staffs of the Luce publica- 
tions would be available to the Blue chain. 

A congressional inquiry has been 
launched into the sale of the Blue Net- 
work. Chief Counsel Eugene Garey of 
the House committee investigating the 
FCC on January 4th revealed his staff 
has been studying the sale. 
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The Supreme Court's “Earnings 
Theory” of Valuation 


HE Supreme Court decision of Jan- 

uary 3rd, sustaining the Federal 
Power Commission’s order requiring 
Hope Natural Gas Company to reduce its 
rates, by no means settles the disturbed 
question of utility valuation, but (if 
press summaries give a correct picture) 
appears to make it still more confused. 
The actual results of the decision are of 
much less importance than the theo- 
retical implications for the industry. 
Hope was formerly a subsidiary of 
Standard Oil of New Jersey, but the lat- 
ter company on December 15th distrib- 
uted to its own stockholders the capital 
stock of a new subholding company, 
Consolidated Natural Gas (listed on the 
New York Stock Exchange), which 
wholly controls Hope and four other 
natural gas companies. The new arrange- 
ment was devised to void the holding 
company status of Standard Oil under 
the Utility Act. The rate cut ordered by 
the FPC has already been in effect about 
a year and a half and does not affect the 
system earnings of Consolidated Natural 
Gas in any important extent, because 
Hope sells a large part of its gas output 
at wholesale to other Consolidated sub- 
sidiaries. 

In accordance with the methods of a 
bygone era, Standard Oil was conserva- 
tive in the accounting policies used for 
its five gas subsidiaries. Hope, largest 
of the group, over a period of years 
charged an aggregate $17,000,000 for 
well-drilling costs to operating ex- 
penses, rather than to property account 
as would be done at present. However, 
the FPC refused to admit that, based on 
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the theory of prudent investment or “ag 
tual legitimate cost,” this $17,000,0 
should be restored to the plant accoun 
The commission set up a figure of $33 
712,526, said to reflect cost (plus va 
ious adjustments), while the compan 
proposed a rate base of $66,000,000, o 
nearly twice as much, based on reprodug 
tion cost. Hope contended that 8 per cer 
would be a fair rate of return, while 

commission chose 63 per cent. Thus 

income allowed by the commission woul 
be only about $2,191,000 as compare 
with the actual income of about $5,800 
000—a reduction of over 62 per cent. 


HE U. S. Circuit Court of Appez 
had set aside the FPC order, an 
held that the rate base should refle 
“present fair value,” including reprodu 
tion and trended original cost. It he 
that “actual legitimate cost” (prude 
investment) was not a correct measuf 
of fair value where price levels ha 
changed since the investment was mad@l. 
It restored the $17,000,000 drilling costgl, 
The Supreme Court reversed the cil. 
cuit court by a 5-to-3 decisiof 
with sharp dissenting opinions by Jug, 
tices Jackson, Reed, and Frankfurte 
(Justice Roberts did not participatey. 
The majority opinion was written } 
Justice Douglas (former chairman 0 
the SEC), and Justices Black a 
Murphy wrote a brief concurring opini0 
— although they indicated that they wo 
have remained silent had it not been f 
a “wholly gratuitous assertion as to © 
stitutional law” in Justice Frankfu 
dissent. 
Strangely enough Justice Fram 
furter, frequently regarded as a m 
radical member of the court, was unwi 
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ing to agree that the end justifies the 
means and that commission errors in 
method could be overlooked so long as 
the net result “works.” He wrote “it will 
little advance the public interest to sub- 
stitute for the hodgepodge of the rule in 
Smyth v. Ames, an encouragement of 
conscious obscurity or confusion in 
reaching a result, on the assumption that 
so long as the result appears harmless its 
basis is irrelevant.” 

It would appear, therefore, that the 
curt had some difficulty in reaching its 
decision, and the result indicated by the 
majority opinion seems rather unsatis- 
factory. As in the Natural Gas Pipeline 
Case, the court failed to break completely 
with the old Smyth v. Ames philosophy. 
It “ducked the question” as to the correct 
formula or basis for determining fair 
value, taking the pragmatic view that “if 
the total effect of the rate order cannot 
be said to be unjust and unreasonable, 
judicial inquiry is at an end. The fact 
that the method employed to reach that 
result may contain infirmities is not then 
important.” 


HE court expressed the view that 
“the end result in this case cannot 

be condemned under the act as unjust 
and unreasonable from the investor or 
ompany viewpoint,” and that “rates 
which enable the company to operate 
successfully, to maintain its financial in- 
tgrity, to attract capital, and to com- 
ensate its investors for the risks as- 
ed, cannot be condemned as invalid, 
en though they might produce only a 
meager return on the so-called ‘fair 


Obviously, the Supreme Court has 
hot overruled Smyth v. Ames (with 
requirement that various elements of 
air value should be considered). It has 
hot endorsed original cost. oe 
ould hardly have followed the FPC in 

rejection of the $17,000,000 item of 
ctual costs. Justice Reed in his dissent- 
g opinion contended that a “major 
ror” was committed by the commission 
disregarding this item. Even if pru- 
fnt investment is accepted, it seems 
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illogical to throw out the admittedly pru- 
dent cost of part of the property because 
the earnings in the unregulated period 
had been sufficient to return the prudent 
cost to the investors over and above a 
reasonable return. 

What the majority of the court appar- 
ently did was (1) to give the Federal 
commissions full power to choose their 
own methods and policies for determina- 
tion of fair value and fair return, with 
bad methods condoned so long as the 
“end result” is economically justified ; 
and (2) to set up as a determinant or test 
of the end result the efficient functioning 
of the corporation involved. Thus, the 
court has discarded earlier concepts re- 
garding the protection of investors’ prop- 
erty rights, and reduced regulation to the 
broad objective of maintaining economic 
and social welfare. The corporation 
need only receive a return sufficient to 
induce private enterprise to “perform 
completely and efficiently its functions 
for the public.” The commission would 
thus be permitted to encroach on the field 
of management, since it rather than the 
company executives would be allowed to 
determine how much net earnings the 
company could “get by with” and still 
attract needed investment capital. This 
is the sort of opinion which many ob- 
servers have come to expect from former 
SEC Commissioner Douglas, who tends 
to support both the commission and the 
administration points of view. 


5” forme ago (in connection with rail 
regulation by the ICC) the Supreme 
Court decided to accept “findings of 
fact” by that commission as final ; it has 
now gone a step further and agreed to 
accept the philosophy, methods of reason- 
ing, and administrative practices of the 
commissions as final—retaining for the 
courts only the right to intervene when 
the results appear likely to be disastrous. 

Justice Jackson, in his dissenting opin- 
ion, took a slightly different attitude, 
broadening the objective to the proper 
functioning of the industry rather than 
the individual company. He would ap- 
parently leave the commission free to fix 
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the wholesale price of gas in the same 
way that Washington agencies might fix 
maximum prices of oil or milk or coal; 
the emphasis would shift from the pro- 
ducer to the product, which would be 
regulated with an eye to average or 
typical producing conditions in the field. 
It would appear that the court’s new 
philosophy embodies a “reductio ad ab- 
surdum.” Earnings are still in theory to 
be based on a fair return on fair value; 
but fair value can be derived from con- 
sideration of the adequacy of lowered 
earnings to keep the company function- 
ing and serving the public. Thus we seem 
to be moving in a circle, and the concept 
of fair value might just as well be 
dropped, since it becomes meaningless so 
far as investors’ rights are concerned. 
The commission is permitted to pro- 
ceed “‘on its own” provided the end result 
is not disastrous to corporation finance. 
But since a term of years may intervene 
before the disastrous results become ap- 
parent, the commission will apparently be 
permitted to pursue its economic experi- 
ments or social philosophy unhindered by 
court review, until it definitely may have 
wrecked a corporation or an industry. 
- Originally, our courts did not have 
the “right of judicial review’—the Su- 
preme Court later assumed that it pos- 
sessed the power to review acts of Con- 
gress and render them void if, in the 
court’s opinion, they conflicted with the 
Constitution. Later the same pow- 
ers were exercised over the decisions and 
orders of the commissions and executive 
agencies created by Congress to admin- 
ister the laws. Now the Supreme Court 
appears to be abdicating any precise con- 
trol over the methods and policies of the 


commissions (though it apparently would 
still maintain some broad veto power for 
emergency use). At a time when com- 
missions and agencies have multiplied 
enormously, assuming in many cases 
powers which Congress did not specifi- 
cally delegate to them, this move by the 
Supreme Court appears to be a surrender 
of certain rights and powers previously 
assumed. The executive department of 
our government has been further 
strengthened at the expense of the ju- 
dicial and legislative. 
_ Under the heading “Judicial Abdica- 
tion,” the New York Journal of Com- 
merce states editorially: 
The Hope Natural Gas decision is one of 
a new line of precedents placing administra- 
tive agencies of government beyond review 
by the courts. Not only public utilities, but 
all businesses, are vitally concerned with 
this trend. When so scholarly and keen a 
student of the law as Dean Pound is deeply 
alarmed over the dangers involved, no citi- 
zen can stand by indifferent. So long as the 
Supreme Court insists upon abdicating the 
function of judicial review, only the legis- 
lature can restore the system of checks and 
balances by specifying in the statutes that 
decisions of’ rate-making agencies shall be 
passed upon by the courts. 


¥ 


Industrial Profits Gain, 
Utilities’ Drop 

HE accompanying chart reproduced 
from the “Survey of Current Bus- 
ness” for December indicates total cor- 
porate profits after taxes in recent years. # 
Profits before taxes in 1943 are esti- 
mated at about $5,750,000,000, while 
profits after taxes approximated $2; 
000,000,000 ; taxes thus amounted to 18 
per cent of net profits. For utilities the 
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tio was about 143 per cent, but this does 
ot make allowance for the fact that utili- 
ies have a much larger proportion of 
referred dividends than industrial com- 
ynies; taking out estimated preferred 
ividends, taxes in 1943 were about 195 
er cent of net income available for utility 
immon stockholders. 

Despite the greatly increased toll taken 
w Federal taxes, the average industrial 
mpany has been able to maintain net 
wings at a high level as compared with 
cent prewar years. However, this is 
ot the case for utilities, as indicated by 
e table on page 104. 


5 


Work on New Utility Issues 
Should Be Reduced 


tis perhaps not generally realized— 

except by the lawyers, accountants, 
dexecutives involved—what a tremen- 
bus amount of work is required to suc- 
essfully market a registered utility se- 
rity offering. Where competitive bid- 
ing is involved, as in a majority of 
kses, four or five group heads may du- 
licate an immense amount of investiga- 
on, field inspection, preparation of sta- 
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tistical data, etc. The table on page 
106 indicates the various steps which 
must be taken by the banking house act- 
ing as head of the bidding group, by the 
individual members, by the utility com- 
pany, and by the SEC (and other regu- 
latory commissions). 

The “official documents” referred to 
include, in the approximate order of their 
appearance, the registration statement 
and its amendments (sometimes numer- 
ous), the “red herring” prospectus 
(which may go through several editions), 
the questionnaire (which all group mem- 
bers must fill out before bids are submit- 
ted), the bond indenture, the purchase 
contract, the form of proposal, the invi- 
tation for bids, the preliminary memo- 
randum on blue sky requirements (state 
laws regarding sale of new securities), 
the expert’s report (sometimes separate- 
ly published, but usually incorporated in 
the prospectus), and the two last edi- 
tions of the prospectus—one issued after 
the advertisement for bids, and the final 
copy with figures inserted for prices, 
coupon or dividend rates, net proceeds, 
sinking-fund data, call prices, etc. 

Since preliminary proof copies of the 
indentures, separate copies of the amend- 
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ments to the registration statement, and 
preliminary copies of other documents 
are usually prepared for limited distribu- 
tion to heads of groups, important group 
members, and large institutional buyers, 
it can easily be realized what a tre- 
mendous amount of printed work is in- 
volved. In these days of paper shortages, 
when magazine and newspaper require- 
ments are being cut down 25 per cent in 
1944, wouldn’t it be possible for the SEC 
to reduce the amount of documentary 


work? For example, the registratio 
statement frequently consists of the pro: 
pectus, with the addition of a few relay 
tively unimportant tables. Why couldn 
the two documents be combined into on 
or the registration statement be reduce 
to the material not available in the pro; 
pectus? Possibly legal requirement 
could be met by merely labeling t 
prospectus “Part I of  Registratio 
Statement,” and the remaining data ; 
“Part II of Registration Statement.” 


e 


CALENDAR OF SYNDICATE WORK, ETC., ON NEW UTILITY ISSUES 


Action by 
Head of. 
Group 


Negotiations with company x 
Formation of underwriting group, and 
opening of syndicate record x 
Planning details of financing, and ob- 
taining SEC approval— 
Application xX 
Hearing 
Decision 
Preparing and obtaining approval of 
official documents 
Preparing a gh among under- 
writers and selling group agreement 
Distributing and signing of question- 
naire 
Distributing preliminary documents 
Advising members re underwriters’ 
meeting 
Signing agreement among purchasers 
Preparing comparison sheets 
Preparing summary of prospectus . 
Advertising for bids 
Underwriters’ meeting and report . 
Inspection trip and report 
Price meeting—preliminary 
Price meeting—final 
Preparing bid, certified check, etc. .. 
Opening of bids 
Formation of selling group 
Obtaining SEC approval of price 
amendment 
Advertising in papers 
Checking final prospectus 
Distribution of final documents 
Public offering 
te and payment 
— aneous legal work (including 


talatatalelatlalel «tai tails! 


ees) 
Poco ik “due diligence” report ... 


Closing of syndicate 

Filing final documents 

Completing legal work 

Preparing expense account and settle- 


a Mt atalel al aM etal alate! 
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INTERIM EARNINGS REPORTS 


ctric-gas Holding Companies 

American Gas & Elec. Consol. ........ 

American Power & Lt. (ptd.) Consol. 

American Water Works Consol. ...... 
Parent Co. 

Columbia G. & E. Consol. ............ 

Com. & Southern (pfd.) Consol. ...... 


Elec. Bond & Share (pfd.) Parent Co. 
Elec. Pr. & Lt. (1st pfd.) Consol. .... A 
Parent Co. 


Eng. Pub. Service Consol. ........... 


Parent Co. 


Federal Lt. & Trac. Consol. .......... 
L. I. Lighting (pfd.) Parent Co. .... 
Middle West Corp. Consol. .......... 

Parent Co. 
Nat; Pri LG COMO. voice ewes sca 
Niagara Hudson Power Consol. ...... 
North American Co. Consol. ......... 


End of 
Period 


Oct. 

Sept. 
Sept. 
June 
Sept. 
Nov. 
Sept. 
ug. 
Aug. 
Oct. 

Oct. 

Sept. 
Sept. 
Sept. 
Sept. 
Oct. 

Sept. 
Sept. 


Co. Sept. 


Nor. States Pr. (Del 

Ogden Corp. Parent 

Public Ser. Corp. of N. J 

Std. Gas & Elec. (pr. pfd.) Consol. ... 
Parent Co. 

United Gas Improvement Consol. ..,.... 
Parent Co. 

United Lt. & Rys. Consol. ............ 

lectric-gas Operating Companies 

Boston Edison 

Commonwealth Edison Consol. ....... 

Conn. Lt. & Power 

Cons. Edison N. Y. Consol. .......... 


Parent Co. 


Cons. Gas of Balto. Consol. ........... 
Detroit Edison Consol. .........200+ 
Houston Lighting & Power 

Idaho Power 

Indianapolis P. & L. Consol. .......... 
Pacific Gas & Elec. Consol. .......... 
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What Others Think 


Benjamin Franklin and Electricity 


ANT once remarked that Benjamin 

Franklin was a new Prometheus 
who had stolen fire from heaven. In his 
own day, Franklin was _ celebrated 
throughout all Europe as the world’s 
foremost electrician and his book on the 
subject was in demand in many coun- 
tries. Far-reaching in its influence, the 
book became an important text in the 
electrical field and even today we still 
write of electricity in terms introduced 
in print by Franklin. Used in the elec- 
trical sense, probably for the first time, 
in the inventor’s book were words such as 
armature, battery brush, charged, charg- 
ing, condense, conductor, discharge, elec- 
trical fire, electrical shock, electrician, 
electrified, electrify, Leyden bottle, mi- 
nus, negative, nonconducting, noncon- 
ductor, nonelectric, plus, positive, and 
others. 

The book, entitled “Experiments and 
Observations on Electricity,” was pub- 
lished in several editions and was read 
and admired in all parts of Europe. The 
author presented his findings for both the 
layman and the specialist and tried to 
remove all mystery and obscurity from 
the subject of electricity. The book was 
composed of letters and papers extend- 
ing over a period of twenty years, dur- 
ing which time Franklin added conclu- 
sions and footnotes to his writings to 
change original theories and explain 
why he had at first been misled. For in- 
stance, in an early edition of his book he 
thought that lightning followed the short- 
est path and melted metals by “cold fu- 
sions,” while he later mentioned that 
lightning followed the path of “least re- 
sistance,’ and melted metals in the nor- 
mal way by heating them to their melt- 
ing points. Later conclusions as contrast- 
ed with the earlier ideas of the author 
have furnished the reader with a valu- 
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able document, for he not only encoun- 
ters Franklin’s descriptions of his ex- 
perimental and theoretical discoveries but 
gains an idea of the history of the deved- 
opment. Speaking of the footnoted addi- 
tions, Franklin said, “In going on with 
these experiments, how many pretty sys- 
tems do we build, which we soon find 
ourselves obliged to destroy! If there is 
no other use discovered of electricity, 
this, however, is something considerable, 
that it may help to make a vain man hun- 
ble” (letter to Collinson, August 14, 
1747). 


N the preface of the first edition of 

his book he stated, “It has, indeed, 
been of late the fashion to ascribe every 
grand or unusual operation of nature, 
such as lightning and earthquakes, to 
electricity; not, as one would imagine 
from the manner of reasoning on these 
occasions, that the authors of these 
schemes have discovered any connection 
betwixt the cause and effect, or saw in 
what manner they were related ; but, asit 
would seem, merely because they were 
unacquainted with any other agent, of 
which it could not positively be said that 
the connection was impossible. But of 
these, and many other interesting circum: 
stances, the reader will be more satis 
factorily informed in the following let 
ters, to which he is therefore referred by 
the editor.” 

Franklin proceeded in the letters to 
explain his experiments and theories of 
science. He saw his first electrical den- 
onstration in Boston in 1746, purchased 
all the apparatus used by the British ex 
perimenter, Dr. Spence, and proceeded in 
electrical experiments of his own Wi 
great interest. The work that he did was 
soon far ahead of the European discov: 
eries and Franklin stated that he had 


108 





1coun- 
is €x- 
ies but 
devel- 
-addi- 
1 with 
y sys- 
1 find 


WHAT OTHERS THINK 


never before become engaged in any 
study that so totally engrossed his at- 
tention and time as electricity. With 
great enthusiasm, he described new dis- 
coveries that were to him unique, for he 
had no way of telling what work his pred- 
ecessors had done. 

Foremost among the observations was 
the discovery of the action of points in 
drawing off and throwing off the electri- 
cal fire. In order to perform several ex- 
periments Franklin had electrified a can- 
non ball. When the point of a steel bod- 
kin was brought to within 6 or 8 inches 
of the cannon ball, it was observed that 
the ball lost its electrification immedi- 
ately. The metal point had “drawn off” 
the “electrical atmosphere” from the iron 
shot. Credit for the discovery that points 
could, in similar fashion, “throw off” 
electricity belongs, however, to Thomas 
Hopkinson, not to Franklin. 

One of Franklin’s greatest scientific 
achievements was his experiment with 
the Leyden jar which he described fully 
in his Letter III to Collinson. He ex- 
plained the startling discovery that the 
electrified jar became charged positively 
on the outside, and negatively on the 
inside. 

The inventor soon reached the conclu- 
sion that electricity was not at all created 
by friction, but was merely added to or 
taken from glass by the operation of rub- 
bing. When the Leyden jar became 
charged, one side gained what the other 
side lost, in the same amount, and thetotal 
quantity of electricity remained the same. 
Thus Franklin presented the law of con- 
servation of charge for condensers. 

Franklin’s next discovery was that the 
charge “resides” in the glass and not in 
the foil outside or the water inside. The 
first step was the demonstration that the 
charge was not in the wire, the cork, or 
the water, and did not “reside” in the 
outer coating of lead foil. Next, he 
showed that the charge “resided” in glass 
as glass, or, to put it another way, that 
the charge is in glass because glass is a 
nonconductor, not because of shape or 
thickness. 


After this, he showed by means of 
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experiment that the positive charge on 
the outer coating of the jar was exactly 
equal and opposite to the negative inner 
charge. Fastening a wire to the outer 
coating of lead foil, enabling it to stand 
parallel to the wire which entered the jar 
through the cork and which was sub- 
merged in the water inside, he suspended 
a cork ball by means of a silk thread be- 
tween the two wires. Next he placed the 
jar on a cake of wax so that the outer 
part would be unable to communicate its 
electricity to the table or the floor. He 
observed that every time after he had 
electrified the jar, the cork ball would 
“play incessantly from one wire to the 
other .. . that is, it fetches fire from the 
top to the bottom (inside to the outside) 
of the bottle till the equilibrium is re- 
stored.” 

This, according to I. B. Cohen in his 
book on “Benjamin Franklin’s Experi- 
ments,” was the first recorded electrical 
experiment in which a circuit was used 
in such a way that the electrical “fire” 
was manifested in other ways than by 
spark, shock, or explosion. Mr. Cohen 
points out that this experiment began 
the development of the electric current 
and that it is the stage between the Ley- 
den jar and the Voltaic cell or battery 
for producing an electric current. 


|S ioc the importance and useful- 
ness of Franklin’s discoveries men- 
tioned in his book, the world knows him 
well for his hypothesis concerning the 
electrical nature of lightning. Up to his 
discoveries the general impression was 
that lightning was caused by the explo- 
sion of poisonous gases in the air. In 
1749, Franklin established that electrical 
fluid and lightning had similar properties 
of giving light, color of the light, crooked 
direction, swift motion, being conducted 
by metals, crack or noise in exploding, 
subsisting in water or ice, rending 
bodies it passes through, destroying ani- 
mals, melting metals, firing inflammable 
substances, sulphureous smell. 

The celebrated electrical kite has be- 
come a legend and in Letter XI, address- 
ing Peter Collinson, Franklin wrote, “As 
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frequent mention is made in public pa- 

rs from Europe of the success of the 

hiladelphia experiment for drawing 
the electric fire from clouds by means of 
pointed rods of iron erected on high 
buildings, etc., it may be agreeable to the 
curious to be informed that the same 
experiment has succeeded in Philadel- 
phia, though made in a different and 
more easy manner.” Franklin describes 
the manner in which the kite was made 
and adds, “As soon as any of the thun- 
derclouds come over the kite, the pointed 
wire will draw the electric fire from them, 
and the kite, with all the twine, will be 
electrified, and the loose filaments of the 
twine will stand out every way, and be 
attracted by an approaching finger. And 
when the rain has wet the kite and twine, 
so that it can conduct the electric fire 
freely, you will find it stream out plenti- 
fully from the key on the approach of 
your knuckle. At this key the phial may 
be charged; and from electric fire thus 
obtained, spirits may be kindled, and all 
the other electric experiments be per- 
formed, which are usually done by the 
help of a rubbed glass globe or tube, and 
thereby the sameness of the electric mat- 
ter with that of lightning completely 
demonstrated.” 


At arriving at the conclusion that 
lightning possessed the properties 
of electricity, Franklin devised the light- 
ning rod through discoveries about 
points. He had found that a pointed con- 
ductor would discharge an electrified 
body at a great distance; thus, if clouds 
were electrified, a pointed body would 
draw electricity from them. Instead of 
round balls of wood or metal, commonly 
placed on top of weathercocks, or masts, 
or church spires, he suggested a rod of 
8 or 10 feet in length, sharpened to a 
needle point. This, he felt, would draw 
electrical fire out of a cloud silently be- 
fore it could come near enough to strike. 
At first Franklin did not mention the 
ground wire, but later mentioned that a 
wire should run down into the ground 
outside the object insured. To determine 
the question whether the clouds that con- 
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tain lightning were electrified or not, he 
proposed the following experiment: 


On top of some high tower or steeple 
place a kind of sentry box . . . big 
to contain.a man and an electrical stand 
(an insulator). 5 
From the middle of the stand let an iron 
rod rise and pass bending out of the door 
and then upright 20 or 30 feet, pointe 
very sharp at the end. If the electrical stand 
be kept clean and dry, a man standing on 
it when such clouds are passing low might 
be ‘electrified and afford sparks, the rod 
drawing fire to him from a cloud. If any 
danger to the man should be apprehended 
(though I think there would be none), Ie 
him stand on the floor of his box and now 
and then bring near to the rod the loop of 
a wire that has one end fastened to the 
leads, he holding it by a wax handle: go 
the sparks, if the rod is electrified, will strike 
from the rod to the wire and not affect 
him (Van Doren, page 161). 


The inventor was not fully aware of 
the danger of the experiment, since he 
had not yet enough knowledge of light- 
ning. In an experience of killing a tur- 
key by shock from two large glass jars 
which contained as much electrical fire as 
forty common phials, he received the 
whole through his own arms and body by 
taking the fire from the united top wires 
with one hand and holding a chain con- 
nected with the outsides of both jars 
with the other. The result was a loud 
crack, a great flash, and a great shock to 
Franklin, whose hand and fingers which 
held the chain were left momentarily 
numb and white. “I am ashamed to have 
been guilty of so notorious a blunder,” 
he said afterwards. When Georg Wilhelm 
Richmann died in 1753 while attempt- 
ing to reproduce Franklin’s experiment 
in St. Petersburg, the public was im- 
pressed with the fact that playing with 
lightning rods was an invitation to 
death. 


HE first published account of Frank- 

lin’s lightning rod appeared in 
“Poor Richard’s Almanac” for 1753. 
Here, he explained how to secure pro- 
tection against lightning: 

Provide a small iron rod, it may be made 
of the rod-iron used by the nailers, but of 
such a length that one end being 3 or 4 
feet in the moist ground, the other may be 
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FRANKLIN’S EXPERIMENT, JUNE, 1752 


Demonstrating the identity of lightning and electricity, from which he 
invented the lightning rod 


6 or 8 feet above the highest part of the 
building. To the upper end of the rod fasten 
a foot of brass wire, the size of a common 
knitting needle, sharpened to a fine point; 
the rod may be secured to the house by a 
few small staples. If the house or barn be 
long, there may be a rod and point at each 
end, and a middling wire along the ridge 
from one to the other, A house thus fur- 
nished will not be damaged by lightning, it 
being attracted by the points, and passing 
through the metal into the ground without 
hurting anything. Vessels also, having a 
sharp pointed rod fixed on the top of their 
masts, with a wire from the foot of the 
rod reaching down, round one of the 
shrouds to the water will not be hurt by 
lightning (“How to Secure Houses, etc., 
from Lightning”). 


The rod soon came into use in the 
United States and in England. In Paris 
people were interested in learning about 
American methods of insuring homes 
against lightning, and Franklin wrote a 
paper explaining clearly the general prin- 
ciples involved. It was his advice that 
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during a lightning storm one should 
never sit near a chimney, mirror, gilt 
pictures, or wainscot. He recommended 
the center of the room as the safest place. 
A good insurance of safety would in- 
volve several feather mattresses with 
chairs placed upon them (chairs being 
poorer conductors than walls, lightning 
would choose a course through the wall). 
Franklin wrote that the most effective 
device for safety would be a “hammock 
or swinging bed suspended by silk cords 
equally distant from the walls on every 
side and from the ceiling and floor above 
and below.” 

Benjamin Franklin sought no profit 
from his lightning rod, which he refused 
to patent. His primary aim was only to 
enlarge the scientific field with a list of 
important discoveries, which he modest- 
ly gave the public, expecting no mate- 
rial reward. His copying machine, stove 
for burning of pit-coal and consuming 
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all its smoke, arm for taking books down 
from high shelves, smokeless fire place, 
wood-burning stove, were all some of his 
inventions for lightening labor which 
have gone a long way with the develop- 
ment of electricity, 

Franklin’s influence and fame as a 
tamer of lightning and contributor of 
electrical experiments reached from 


America to England and the continent, 
The Royal Society awarded him the Sir 
Godfrey Copley gold medal in 1753 and 
later elected him a member of the socie 
due to his observations on electricity, 
ForEcoING TExT prepared by National 
Franklin Committee, organized by The 
Franklin Institute, Benjamin Franklin, Park. 


way at Twentieth street, Philadelphia, Penn. 
sylvania. 





Electric Power Companies Ahead of 
War Production 


Plates confirmation that the electric 
industry has been able to meet the 
requirements of greatly increased indus- 
trial uses of energy and at the same time 
maintain a considerable margin of safety 
is given in a survey entitled “Production 
for Victory—1943,” issued by the Na- 
tional Association of Manufacturers. 

The index of industrial production in 
1939 averaged 108; it increased to 238 
for 1943, the survey shows. The power 
supplied to industry, measured in terms 
of kilowatt hours per day, increased from 
147,000,000 in 1939 to 300,000,000 in 
1943. The survey continued : 


The generation of electric power for all 
purposes, including residential and commer- 
cial as well as industrial, has shown a steady 
increase over a number of years. In spite 
of the economies resulting from establishing 
“daylight saving” time the year round and 
dim-out provisions in cities, the total electric 
power output since 1939 has increased at a 
more rapid rate than in prewar years. A 
new all-time record was established in 1943 
when 220,000,000,000 kilowatt hours on an 
annual basis were used. This is 69 per cent 
higher than the 1939 output and six times as 
great as the power generated in 1918. 

The combined capacity of all private and 
governmental plants supplying the public has 
increased by nearly 10,000,000 kilowatts since 
1939, and is expected to reach an over-all 
capacity of 50,000,000 kilowatts by the end 
of 1943. The added capacity has been di- 
rected toward war production areas to a 
large extent. As the problem of providing 
for peak loads of current is largely a matter 
of fluctuations in local requirements, the 
satisfactory total national capacity does not 
eliminate all possibility of shortages in cer- 
tain areas, but it does afford a wide margin 
of safety for the country as a whole. 
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The marginal capacity is given as 9. 
000,000 kilowatts — which is termed a 
large leeway, although not a record mark, 
The survey pointed out further that the 
industry has shown wisdom in allowing 
adequate leeway because the demand for 
electric power in 1943 has been much 
greater than at any time in our history. 
The margin of safety is considered ample 
by the power industry, particularly in this 
period of critical needs by other indus- 
tries for materials and equipment. 


6 he: survey explains that the over-all 
situation has been helped by a large 
amount of private industrial electric 
power equipment, which is not tied in 
with the public supply. Some of this 
power is in isolated plants and some of 
it is available as emergency or stand-by 
equipment, where the power is normally 
obtained from the public supply. The out- 
put of this sector of our industrial power 
has been estimated recently at 50,000- 
000,000 kilowatt hours per year. 

The survey says the defense and war 
program falls into three broad catego- 
ries : the rearmament program, which be- 
gan in June, 1940; the expansion of this 
program to include aid to the countries 
fighting the Axis through the adoption 
of lease-lend in March, 1941 ; and the all- 
out war program following immediately 
after the attack on Pearl Harbor in De- 
cember, 1941. The study continued: 

The expansion of the defense and war pro- 


gram is graphically shown by the accumu- 
lated expenditures for war and defense from 
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July, 1940, through 1943. The period from 
July, 1940, through December, 1941, repre- 
senting a period of rearmament and aid to 
other countries short of war, cost us a total 
of $15,806,000,000. By the end of 1942, total 
expenditures for war and defense had 
reached $68,212,000,000. By the end of 1943, 
total expenditures for war and defense will 
total about $150,000,000,000. 

Expenditures for war in the calendar year 
1943 will be about $84,000,000,000 of which 
about $57,000,000,000 will be for military 
goods, as distinct from the maintenance of 
the armed forces and construction. In other 
words, ‘industry, largely manufacturing, in 


1943 will supply a total of approximately 
$57,000,000,000 of “hard” goods for war, 
which is about equal to all manufacturing 
production in a normal peace-time year. 


Total output of the country has been 
increased because of the war effort, the 
survey said. National income has in- 
creased from $71,000,000,000 in 1939 
to at least $145,000,000,000 in 1943. War 
production now contributes the major 
portion of our national production. 

—C.A.E. 





Huge Expenditures Seen for 
Utility Appliances 


MERICAN families in great numbers 
intend to purchase household 
equipment soon after the war which will 
reflect to the advantage of utilities. This 
is revealed in the third progress report 
by the Chamber of Commerce of the 
United States. The report is based on a 
review of a cross-section of rural and 
urban families set up in the original 
study. The figures show the following: 
2,625,000 families intend to buy me- 
chanical refrigerators ; 2,100,000 families 
intend to buy washing machines ; 1,645,- 
000 families intend to buy stoves; 1,- 
400,000 families intend to buy vacuum 
cleaners; 2,555,000 families intend to 
buy radios; 840,000 families intend to 
buy sewing machines ; 1,505,000 families 
intend to buy electric irons; 1,085,000 
families intend to buy electric kitchen 
mixers. 


The report says this means an imme- 


diate postwar market for major house- 
hold appliances of $1,215,910,000. The 
figures do not include any of the prod- 
ucts that will be bought for commercial 
use. Nor do they include such products 
as mechanical refrigerators and, stoves 
bought as normal equipment in apart- 
ments, etc. Nor do they include exports. 

The report was based upon responses 
secured through personal interviews with 
families comprising the mass market of 
America—15 per cent in the income 
bracket of $4,000 to $2,500; 52 per cent 
in the income bracket from $2,500 to 
$1,500; and 33 per cent in the income 
bracket from $1,500 down. These facts 
and figures, the report says, cover only a 
portion of the buying public and do not 
include families with incomes in excess 
of $4,000. The findings are based on 
personal interviews made between July 
15th and August 25, 1943. 





Housewives Know Their Wants in 
Electric Appliances 


HROUGH extensive private surveys 

of consumers, electric appliance 
companies have learned what the Amer- 
ican housewife wants in the way of elec- 
trical household goods when the war is 
over, said The Wall Street Journal in its 
December 27th issue. Leading her list of 
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hoped-for gadgets to take even more of 
the “work” out of housework, said the 
Journal, are individual room tempera- 
ture-control devices, automatic garbage 
disposal units, year-’round air-condition- 
ing equipment, and washing machines 
that automatically wash, rinse, and dry 
JAN. 20, 1944 
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The Washington (D. C.) Daily News 


“IT HAPPENS EVERY TIME HE READS ABOUT ELECTRONICS!” 


clothes, and empty and shut themselves 
off. 

The results of the surveys, said the 
Journal, are expected to play an impor- 
tant part in guiding manufacturers in the 
design of appliances to give them some 
idea of what to make first when they re- 
sume peace-time production. The Jour- 
nal continued : 

. .. Some appliances, such as refrigerators 

and ranges, will begin rolling off assembly 

lines within a short time after the end of the 
war. Others will require more time. A leading 
manufacturing firm states that it, for ex- 
ample, will be able to resume production 
of refrigerators and ranges within a few 
weeks after the war’s end. As to the extent 
of the postwar market for electrical = 
ances, it has been estimated that only 5 per 
cent of American families now have elec- 
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tric ranges, less than 1 per cent have ever 
seen an electric blanket, and only 2 per cent 
know about electric dishwashers or garbage 
units. Protection from the weather, from 
extreme heat in summer and frigid blasts 
in the winter, is one of the things most want- 
ed by the American housewife, surveys show. 
More than three-fourths of those surveyed 
want temperature-control devices that will 
quickly bring each room in the house to a 
comfortable temperature when it is to be 
occupied. The desire to escape from sum- 
mer’s sweltering humidity will create a heavy 
demand for air-conditioning equipment in the 
postwar period, it is indicated. Two-thirds 
of the consumers polled revealed they would 
air-condition their homes if they could do it 
for less than $200 a room. More than 50 per 
cent would like to have air-moistening equip- 
ment for winter use. 


Nearly three-fourths of the house- 
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wives contacted expressed a preference 
for table-top style ranges, as against a 
high-oven type, the surveys revealed. 
Continuing, the Journal said: 


_, . Giving homemakers the kind of re- 
frigerators they want apparently is not going 
to Fe a very difficult task for most manufac- 
turers, since the majority of housewives, the 
surveys show, seem to be thinking along 
similar lines. Well over two-thirds of those 
questioned said they preferred a box with 
revolving shelves and a frozen food compart- 
ment large enough to hold a week’s supply 
or more of frozen foods. On the other hand, 
though, there seemed to be little enthusiasm 
for frozen food storage cabinets or the com- 
bination quick-freezing and storage cabinet, 
perhaps indicating that most people prefer to 
buy these foods already processed. The 
surveys point to a heavy pent-up demand for 
the automatic type of washing machine, more 
than two-thirds of those questioned express- 
ing desire to buy one when they are avail- 
able again. The machine most wanted is 


one that not only washes and rinses clothes, 
but also spin-dries them, empties itself, and 
shuts itself off. So far as style is concerned, 
opinion appears to be evenly divided between 
a round washer and a square one. Most 
housewives, however, apparently like to dry 
their clothes outdoors. This is inferred from 
reports of only one-third who said they 
would seriously consider investing in an elec- 
tric dryer after the war. Opinion was pretty 
evenly divided on vacuum cleaners; slightly 
more than one-half favor standard floor type 
sweepers with revolving motor-driven brush 
over the cylinder-shaped cleaners which rely 
on strong suction, 


If manufacturers follow the house- 
wives’ wishes, the heavy sleeper is going 
to find awakening a lot more pleasant in 
the future, the Journal predicted. Ac- 
cording to the surveys, alarm clocks 
should have musical notes instead of 
screeching bells or buzzers. 

—C. A. E. 





Gas Industry Plans for Appliance 
Market Expansion 


INETY per cent of the operating 

gas utilities in the country intend 
to “resume aggressive, direct merchan- 
dise efforts in codperation with a strong 
dealer program,” because of greatly ex- 
panded markets for household appliances 
which are anticipated by the gas industry 
in the postwar period. 

This is the opinion of C. V. Soren- 
son, of Hamilton, Indiana, chairman of 
the subcommittee on postwar markets of 
the American Gas Association, as report- 
ed in the New York Herald Tribune of 
December 31st. Mr. Sorenson said in 
part as follows: 

The residential market is our largest and 
oldest and will need more attention than ever 
before, for appliances are wearing out and 
becoming obsolete with no chance to replace 
them at present. 

Our industry is thinking first in terms of 
“old-customer” family units, disregarding 
for the moment the appliance needs brought 
about by new family formations. For “old- 
customer” units represent a potential mar- 
ket for 8,000,000 or 9,000,000 modern gas 
ranges, possibly 5,000,000 automatic gas 


water heaters, and at least 2,000,000 gas re- 
frigerators. All this will be necessary just 
to catch up after the war. 

The ground lost during the depression 
when sales lagged, plus the deficit now piling 
up when equipment cannot be sold, means 
that the replacement market alone will, for 
several years, exceed the total equipment 
market of the gas industry in the prewar 
years. Added to this, the industry will meet 
a tremendous desire for dependable auto- 
matic gas home-heating services. 


Mr. Sorenson pointed out that in the 
years following peace there will be pre- 
fabricated houses, group housing proj- 
ects, homes built by merchant builders 
catering to those who can afford to pay 
more than $6,000, and so-called custom- 
built homes. 

In all cases, he said, greater attention 
will be paid to the inclusion of modern 
labor-saving equipment as a “must” for 
convenience and economy. Hence, he 
said, the future in the realm of building 
alone promises an expanded market for 
gas equipment far greater than was con- 
sidered practical in the past. 
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Supreme Court Backs FPC 


in United States Supreme Court on Janu- 
ary 3rd gave broad powers to the Federal 
Power Commission in fixing public utility 
rates, declaring the commission’s rate orders 
are not subject to Federal court interference 
unless their “total effect” is “unjust and un- 
reasonable.” (See also page 102.) 

Reaffirming a previous decision that the com- 
mission is not limited to any single method of 
evaluating utilities for rate-making purposes, 
the court’s 5-to-3 opinion declared that it is 
not the valuation theory underlying a rate 
order “but the impact of the rate order that 
counts.” 

Specifically, the court upheld the commis- 
sion’s use of the so-called “prudent investment” 
method of valuing the Hope Gas Company in 
ordering a $3,609,857 annual reduction in the 
rates on natural gas used in Cleveland and 
Akron and the Pittsburgh area. 

The commission had valued the Hope Com- 
pany at $33,712,526 with an allowable annual 
return at 64 per cent. The company claimed the 
valuation should have been $66,000,000. 

In dissenting, Justice Jackson argued that 
the case should be the occasion for the court’s 
reconsideration of rate-making doctrine as ap- 
plied to natural gas and should be returned 
to the commission for further action with that 
aim. 

“The service one renders to society in the 
gas business,” Jackson said, “is measured by 
what he gets out of the ground, not by what 
he puts into it, and there is little more relation 
between the investment and the results than in 
a game of poker.” 


To Guide War Area Utilities 


A SPECIAL public utilities committee, which 
will assemble information and recom- 
mend action concerning requirements, supplies, 
and production of equipment necessary to re- 
€stablish electric, gas, and water services in 
liberated and former enemy territories has 
been formed by the Combined Production and 
Resources Board, it was announced in Wash- 
ington on December 27th. 

Chairman of the committee and American 
member will be J. A. Krug, director of the 
Office of War Utilities in the War Production 
Board. The member for Great Britain will be 
Sir Henry Self, deputy United Kingdom mem- 
ber of CPRB; the member for Canada will 
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be Dr. T. H. Hogg, chairman of the Hydro 
Electric Power Commission of Ontario, 

The committee’ is expected to survey re- 
quirements and the availability of utility 
equipment and to decide, in conjunction with 
other operating organizations of the three goy- 
ernments, on any necessary production pro- 
grams for equipment to meet basic utility needs 
in liberated and former enemy areas. 

It was agreed at the Atlantic City meeting 
of the United Nations Relief and Rehabilita- 
tion Administration that requirements of liber- 
ated areas put forward by UNRRA would be 
referred to the Combined Board for consider- 
ation in relation to other military or civilian 
claims for the same supplies. 


Power Branch Established 


ee the increasing importance of 
power as a partner to irrigation in the 
war-time and postwar agricultural and indus- 
trial development of the West, a branch of 
power utilization has been established within 
the Bureau of Reclamation, Secretary of the 
Interior Harold L. Ickes announced on De- 
cember 27th. 

In conjunction with the irrigation of 4,000- 
000 acres of highly productive land, the bureau 
operates 30 power plants, rated at more than 
2,000,000 kilowatts, the largest block of power 
under the supervision of any agency in the 
United States, public or private. 

The Secretary said that on the recommenda- 
tion of Commissioner Harry W. Bashore he 
had appointed as director of the new branch 
Harvey F. McPhail, who has been with the 
bureau for nearly twenty-five years and for 
the last fifteen years has been assistant chief 
electrical engineer in the bureau’s engineering 
office at Denver, Colorado. : 

“The new branch of power utilization will 
permit us better to serve the nation during this 
time of war through improved utilization of 
our power facilities for industrial production,” 
Commissioner Bashore said. “It will help us 
better to codrdinate the rdle of power with 
that of irrigation in bringing about an orderly 
economic development of the West in the 
critical postwar period.” 

Production of hydroelectric power on recla 
mation projects, though incidental to the bu- 
reau’s main function—the irrigation of arid 
and semiarid lands—is highly essential to the 
over-all reclamation program, the commis- 
sioner pointed out. 
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Special Board to Hear FEPC 
Row 


pee Roosevelt on January 3rd named 
a 3-man committee to investigate the dis- 
pute between his Fair Employment Practices 
Committee and certain southeastern railroads 
over racial discrimination. The members are: 
Judge Walter P. Stacy, Raleigh, North Caro- 
lina, chairman; Judge William H, Holly of 
the U. S. District Court, Chicago; and Mayor 
Frank J. Lausche of Cleveland. Mr. Roose- 
velt, in identical letters of appointment, told 
the committee members he planned to ask the 
committee to meet in Washington “in the very 
near future” with representatives of carriers 
and labor organizations. 

The committee had called on President 
Roosevelt on December 27th to enforce its 
orders for 16 southeastern railroads and 7 
unions to cease discrimination in the employ- 
ment and promotion of Negroes. Three of the 
unions and the carriers have defied the com- 
mittee’s authority to issue such orders, 

Representative Howard W. Smith, Demo- 
crat of Virginia, announced that he had started 
an investigation to determine whether the 
committee had gone beyond its authority in 
ordering war industries and unions in a num- 
ber of instances to cease discrimination against 
employees because of race, creed, color, or 
national origin. 

In announcing that the committee was certi- 
fying the railroad case over to President 
Roosevelt, Chairman Malcolm Ross told a 
press conference that the Brotherhood of Fire- 
men and Enginemen, the International Associ- 
ation of Machinists, and the Order of Rail- 
way Conductors had challenged the authority 
of the committee to proceed against them, 
while the other four unions had ignored the 
committee’s order of November 30th, which 
gave the railroads and the unions thirty days 
to cease discriminatory practices. 

The House committee investigating activi- 
ties of executive agencies to see whether they 
are exceeding their authority, on December 
27th took from the FEPC the records in the 
case against the railroads and the action in- 
volving the boilermakers’ union and five West 
coast shipyards which were also recently or- 
dered by the FEPC to end allegedly discrimi- 
natory practices affecting Negro employees. 

The President’s seizure of all the railroads 


in the wage dispute, Representative Smith said, 
puts him in position to enforce any decision he 
may make in the racial discrimination cases. 
The Secretary of War, the present operator, 
could put the President’s decision in the FEPC 
Case into immediate effect without the con- 
currence of the operators of the roads which 
defied the FEPC. 


Power Contract Executed 


| Ber a ateony of a power contract calling for 
delivery of 20,000 kilowatts of prime 
power from the Bonneville Power Adminis- 
tration to three Northwest electric utility com- 
panies, the Washington Water Power Com- 
pany, Pacific Power & Light, and Northwest- 
ern Electric, was announced on December 17th 
by company and Bonneville officials. 

While the contract recognizes that the com- 
panies have adequate generating capacity to 
carry peak demands during the contract period, 
load studies conducted by company and Bonne- 
ville engineers show that energy from the 
Federal transmission system will be needed to 
help carry the companies’ load in the event of 
low-water conditions next summer, The com- 
panies will apportion the energy taken under 
the contract among themselves according to 
their respective operating requirements. 

Signed jointly by the three companies, the 
contract became effective at midnight Decem- 
ber 15th and will continue in effect until April 
15, 1945. It does not affect existing power sales 
and interchange agreements between the par- 
ties. On the basis of contract demand of 20,000 
kilowatts, the agreement will yield the govern- 
ment approximately $466,000 in revenue dur- 
ing the effective period. 

In addition to the 20,000 kilowatts of prime 
power called for in the contract, dump energy, 
when available, may be delivered from the 
Federal transmission system to the three com- 
panies. 

Power deliveries to the Washington Water 
Power Company and Pacific Power & Light 
Company will be made through five existing 
interconnections which tie the two systems 
with the Bonneville-Grand Coulee network. 
The Northwestern Electric system is not now 
directly connected with the Bonneville grid, 
and power will be delivered to Northwestern 
through facilities of other utilities in the power 
pool until such time as a direct interconnec- 
tion is made. 


Alabama 


Strike Causes Gas Crisis 


M™ than a dozen vital war plants closed 
Vi in Birmingham on December 29th as the 
city moved rapidly into the worst gas crisis 
in its history. Charles B. Gamble, president of 
the Birmingham Gas Company, described the 
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situation on that date as growing “hourly more 
acute” and, in radio appeals and otherwise, 
called upon householders to conserve the 
available supply in every manner possible. 
Idle were 16 plants, some of them exclu- 
sively on war production, others partially, with 
a total employment approximating 10,000 as a 
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result of a walkout of office and commissary 
employees of Sloss-Sheffield Steel & Iron 
Company on December 27th which subsequent- 
ly spread to blast furnace workers who joined 
in what Hugh Morrow, Sloss president, de- 
scribed as a “sympathetic walkout,” necessi- 
tating banking of the company’s four blast 
furnaces, and a resultant power shortage that 
forced the closing of the coal and ore mines, 
thus shutting off the flow of gas from that 
company to the city of Birmingham’s distribu- 
tion system. 


William Mitch, United Mine Workers’ dis. 
trict president, announced the evening of De. 
cember 29th that idle employees of Sloss-Shef. 
field had voted unanimously to return to work 
immediately. Mitch said the union’s negotiat. 
ing committee would confer with the m 
ment in seeking to settle any differences, The 
UMW had asked that overtime pay be made 
retroactive to October 20, 1942. The WLR 
had fixed October 20, 1943, as the date from 
which retroactive pay began on an overtime 
basis for hours worked in excess of 40, 


Arizona 


SEC Urged to Shun Local 
Politics 


yeni that the Securities and Exchange 
Commission should not meddle in local 
politics, the Cities Service Power & Light 
Company and subsidiary companies recently 
’ requested the denial of a motion by the city of 
Tucson that the Federal Light & Traction 
Company be required to divest itself of its 
properties in that municipality. 

Clinton J. Ruch of counsejl for Cities Serv- 
ice charged in his brief that the city was at- 
tempting to obtain the order from the com- 
mission in order to influence the outcome of 
a municipal election on February 1, 1944, on 


the question whether the city should acquire 
the properties of the Tucson Gas, Electric 
Light & Power Company. The city requested 
that thé order be issued at once, or in any 
event prior to February Ist. 

Mr. Ruch pointed out that the question of 
municipal ownership had been rejected at an 
election on October 29th and that the identical 
questions submitted to the voters then were 
to be put forth at the election on February 


st. 

Mr. Ruch also pointed out that under the 
laws of Arizona the city always has the right 
of condemnation no matter what disposition 
is made by the SEC of the question of retain- 
ability of the Tucson properties in the Federal 
system. 


California 


Dam Program Approved 


TE Pacific division office of the U. S. 
Engineers revealed recently the office had 
endorsed a $690,000,000 postwar dam con- 
struction program and that it was seeking im- 
mediate construction of two dams for flood 
control in the Butte basin at Stony creek and 
Table mountain. 

H. M. Rich, acting district engineer, said 
that two representatives of the district office 
and one from the division office were in Wash- 
ington to urge consideration of both the post- 
war and immediate proposals. 

Rich said that Colonel R. C. Hunter, acting 
divisional engineer, had endorsed the postwar 
project, which includes construction of seven 
multiple-purpose dams on the Sacramento and 
American rivers at a cost of $190,000,000 and a 
general expenditure of $500,000,000 for power 
and irrigation development and flood control 
in the Sacramento and San Joaquin valleys. 

The largest development planned is for the 
Bidwell Bar dam on the east fork of the 
Feather river above Oroville, which is ex- 
pected to be larger than Boulder dam. 

Another plan is for flood control and con- 
servation storage on the Carson, Trukee, and 
Walker rivers in Nevada. 
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The plan also calls for 40 dam and reser- 
voir sites. 


To Appeal if Denied Rehearing 


EFUSAL of the state railroad commission to 

grant a rehearing in the Market Street 
Railway rate case will result in proceedings in 
the state supreme court, it developed recently 
before the commission. 

Attorney Felix T. Smith, representing the 
company, so stated in his closing argument in 
behalf of the company’s rehearing petition on 
the ruling of the commission ucing the 
streetcar fare from 7 to 6 cents. 

Previously, Attorney Douglas Brookman, 
representing the CIO, in opposing the rehear- 
ing, had emphasized that the company had not 
provided the commission with earnings state- 
ments for December, saying that it appeared 
to be the company’s purpose to keep this state- 
ment from the record of the proceedings be- 
fore the commission and from the supreme 
court. 

Brookman also made a point of the fact, he 
said, that the company has approximately a 
hundred streetcars idle because of man-power 
shortage, and the company’s refusal to lease 
this equipment to the Municipal Railway. 
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Colorado 


Ordered to Serve Nonmembers - 


CororaDo Public Utilities Commission 
A order requiring a rural electrification co- 
iperative to amend its by-laws and serve non- 
members with electricity-was seen recently as 
anoteworthy reversal of affairs—a state agen- 
y dictating the procedure of a federally spon- 
gored institution, The order was part of a 
commission decision granting the Highland 
Utilities Company of Springfield, Colorado, 
permission to sell its electric plant, transmis- 
sion, and distribution systems in Montezuma 
county to the Empire Electric Association, 
Inc, an REA organization. 

The cooperative, which provides electric 
emergy for Cortez and Mancos, is required to 
assume the town franchises of the Highland 
Company, and “shall furnish service within the 
corporate limits of said towns without dis- 
crimination between members and nonmem- 
bers of its association.” 

Chairman Sherman said the commission 


> 


does not classify REA companies as public 
utilities, but does require them to operate 
under the same conditions. The order pertained 
only to the Empire codperative, he said, but it 
was understood further orders involving REA 
companies would include the same clauses. 

Commission records show 19 rural electric 
associations in Colorado serve an estimated 
20,000 customers. In the past, some have an- 
nounced intention of serving nonmembers, but 
Sherman pointed out that to do so they would 
have to violate or change their by-laws. 

Members pay a $5 membership fee before 
getting service. Under the commission’s order, 
the codperatives cannot charge higher rates to 
nonmembers, so the effect may be to have mem- 
bers pay $5 more than nonmembers, although 
the latter probably could be obliged to pay an 
installation charge, or other fee, to equalize 
the cost. 

The Empire codperative owns 90 miles of 
lines and a power plant in Lewis, and serves 
282 members. 


District of Columbia 


Ask Transit Rate Reduction 


Maryland and District of Columbia 
Industrial Union Council and the Washington 
Industrial Union Council filed a joint motion 
asking the commission for “an order on or be- 
fore February Ist reducing the company’s rates 
by reducing the weekly charge for a pass to 


the amount of $1 and charge for tokens from 
3 for 25 cents to 4 for 30 cents.” 

Meanwhile, a spokesman for the Interstate 
Commerce Commission said that a decision 
may be expected “in the near future” in the 
Army-Navy request for busfare reductions, 

The petition to the commission was endorsed 
by accompanying letters from the American 
Federation of Government Employees, AFL, 
and various other labor organizations. 

“To assure speedy and just action,” it was 
said, the Office of Price Administration and 
the Office of Economic Stabilization were 
asked to “intervene.” 


> 
Kentucky 


Commission Apologizes 


TS state public service commission on 
December 27th promised Federal District 
Judge H. Church Ford it would drop proceed- 
ngs in Franklin Circuit Court against Ben 
illiamson, Jr., Ashland, Kentucky, as trustee 
for the Inland Gas Corporation and told the 
udge that previous prosecution of the state 
ase after the signing of a Federal court re- 
straining order “was inadvertent, unintended, 
and wholly without contempt for this court or 
any of its orders.” 
_Judge Ford accepted the explanation as 
sufficient to this court,” which had directed 
members of the commission and the commis- 
sion counsel, J. W. Jones, Lexington, to show 
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cause why they should not be held in contempt 
for prosecuting the case against Williamson 
in Franklin Circuit Court in violation of the 
Federal restraining order. 

Jones told Judge Ford he would file a motion 
in the state court asking Circuit Judge W. B. 
Ardery to dismiss the case, through which the 
state public service commission had sought 
to force Williamson to furnish natural gas to 
the Eureka Gas Company, Olive Hill, Ken- 
tucky, 

Judge Ardery entered an order December 
18th directing Williamson to furnish gas to 
the Olive Hill firm by December 28th or face 
a possible jail term from that court under con- 
tempt proceedings. 

J. J. Greenleaf, only member of the state 
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commission to appear personally in Federal 
court on December 27th, told Judge Ford that 
the latter’s restraining order was not served on 
members of the commission until December 
18th, shortly after Judge Ardery had ordered 
Williamson to start furnishing the Olive Hill 
company with gas or face a contempt charge. 

Greenleaf said he would pay the commis- 
sion’s costs in the case and Judge Ford with- 
held final release of the contempt citation until 
the state court case against Williamson is 
dismissed. 


Water Rates Revised 


hg aoe consumers—13,000 of them—got a 
break recently when directors of the 
Louisville Water Company voted to revise 
rates so that the total saving to users will be 
$50,000 in 1944. At the same time a final divi- 
dend of $210,000 was voted to the sinking 
fund, making an all-time high annual dividend 
of $1,250,000 for 1943. 

Heretofore residential consumers using up 
to 3,000 gallons a month have been charged a 


flat rate of 98 cents. Under the new system, 
cents monthly will be charged, up to 1,000 oal 
lons, and 78 cents, up to 2,000 gallons, —~ 

The revision of rates in the low brack 
was made possible, Henry M. Gerber, compar 
president, said, by the saving made under ¢} 
new policy of bimonthly instead of month 
billing, starting January Ist. He estimated th; 
saving at $50,000. 

The board also voted an ultimatum to thj 
ty-two striking meter readers, helpers, and in 
spectors who left their jobs December 23rd, 
return to work within twenty-four hours 9 
be discharged. This action came after Mayo 
Wilson W. Wyatt said that it was his opinig 
that no strikes should be tolerated in munici 
pal service. 

Grievances listed by the strikers, now paif 
by the hour, include “no pay for holidays ani 
the change to bimonthly billing, which wou 
send half of us back to pick-and-shovel jobs: 

Gerber told a delegation of strikers of th 
board’s action and said he would not discy 
“grievances” until they had returned to wor 
within the prescribed time limit. 


# 
Michigan 


To Force Gas Rate Cut 


ck. Jackson city commission has retained 
Frank L. Blackman as special counsel be- 
cause City Attorney Burney F. Brower has re- 
fused to enforce an ordinance amendment re- 


quiring a 20 per cent reduction in gas rate 
charged by the Consumers Power Compan 
Brower contends the ordinance is invalid. 


duced as of December Ist. 


Mississippi 


FPC Approves Accounting 
Classifications 


HE Federal Power Commission on De- 
cember 31st announced its order approving 
accounting classifications by the Mississippi 
Power & Light Company, Jackson, which 
establish nearly $13,000,000 as write-ups or 
other excesses over original cost on the com- 
pany’s books. The order also directed the com- 
pany to eliminate amounts, aggregating $12,- 
694,920.42, from its plant accounts either in 
accordance with previous orders of the com- 
mission or as proposed by the company in re- 
vised reclassification and original cost studies 
filed with the commission on December 3, 1943. 
In taking the recent action, the majority of 
the commission (Chairman Leland Olds, Vice 
Chairman Basil Manly, and Commissioner 
Claude L. Draper) agreed to a proposal by 
the company that the commission and Mis- 
sissippi take immediate steps to terminate two 
suits pending in the United States Circuit 
Court of Appeals for the fifth circuit and in 


the district court of the United States for th 
southern district of Mississippi. 

One of the suits pending in the circuit cou 
of appeals and the district court arose in con 
nection with the commission’s efforts to loca 
and examine certain books and records of th 
predecessors of the Mississippi Company pur 
suant to its investigation instituted on May 
1942. Commissioner John W. Scott disagreet 
with this action of the majority, and a separat 
concurring opinion in the matter was filed b 
Vice Chairman Manly and Commissione 
Draper. Commissioner Nelson Lee Smith dit 
not participate in the order. 


Customers Get Dividend 


re the third time in as many years, Tupeld 
announced it would distribute a consumers 
dividend to customers of the municipall 
owned electric power distribution sys 
TVA reported last month, 

The refund, totaling approximately $42,00 
would be paid in savings bonds and stamp! 
according to Mayor J. P. Nanney of Tupelo 
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The dividend in 1941 was $31,000 and in 
1942 $42,000, so that the 1943 payment brings 
the total for the three years to $115,000. 

The dividend provided by the system, which 
distributes TVA power at rates below basic 
TVA resale schedules, amounts to about 90 
per cent of net income of $47,300 for the fiscal 
year 1943. Of total, residential customers will 
be paid $19,900, commercial customers $14,- 


300, and industrial customers $7,700. In addi- 
tion, the city will receive a $300 dividend on 
its municipal street-lighting bill. 

The Tupelo system serves approximately 
2,600 customers, Total operating revenues for 
the fiscal year amounted to $157,400, of which 
$47,315 remained as net income after all ex- 
penses, including $11,300 provided in lieu of 
taxes and $10,500 for depreciation. 


Missouri 


To Head Commission 


A MILLER, associate city counselor of 
Jefferson City, on December 22nd was 
appointed by Governor Forrest C. Donnell as 
member and chairman of the state public serv- 
ice commission, succeeding Frederick Stueck, 
who resigned December Ist after being in- 
ducted into military service. 

Announcement of the appointment was de- 
layed while Governor Donnell looked up legal 
authorities on the question whether it would be 
subject later to confirmation by the state sen- 
ate, 

Such confirmation is required as to origi- 
nal appointments, but the statutes do not make 
it clear whether the same requirement applies 
to the selection of an appointee to fill a va- 
cancy. 

Miller is sixty-six years old, and was ad- 
mitted to the bar in 1902. He was for several 
terms prosecuting attorney of Jefferson coun- 
ty. He served twice as assistant attorney gen- 
eral in the early 1920’s and 1930, respectively. 


REA Purchase Deal Completed 


LS pothary Power Coéperative, made up of 29 
rural electric codperatives in southeast and 
south central Missouri, on December 30th 
completed its purchase of the Missouri Elec- 


tric Power Company properties, by payment 
of $2,350,000 to representatives of the com- 
pany. The sale took place in the headquarters 
office of the Rural Electrification Administra- 
tion in St. Louis. 

The deal, which had been pending more than 
a year, and which private utility companies 
tried to block by court proceedings, turned 
over to Sho-Me the management and oper- 
ation of rural distribution lines in 23 counties; 


generating plants at Sullivan, Mountain Grove, 
Willow Springs, Newburg, Puxico, Doniphan, 
and Niangua; about 370 miles of power lines 
and the electric systems of several towns, in- 
cluding Fredericktown, Cuba, Doniphan, and 
Puxico. 

An announcement issued at REA headquar- 
ters stated that Sho-Me Codperative wili oper- 
ate the newly acquired system on a cooperative 
nonprofit basis. 

“While consumers are not required to be- 
come members of the codperative to receive 
service,” it was stated, “they will be encour- 
aged to do so. Under Sho-Me’s present plans, 
the 10,000 Missouri Electric Power customers 
will operate the system as a codperative for 
the duration of the war. After the war, 1,800 
miles of new rural lines will be built, to serve 
more than 5,000 additional rural families.” 

A. H. Holbert of Monticello, president of 
Sho-Me, said the operating offices of the new- 
ly acquired properties would remain at Marsh- 
field, and that present operating personnel 
would be retained. 


December Bills Rebated 


HE entire amount of the December electric 
bill, about $21,000, would be rebated to 
more than 4,100 consumers by the city-owned 
Kirkwood light department, it was announced 
last month. The rebate, voted by the city coun- 
cil, was the first in the department’s history. 
The rebate was made possible by savings in 
the electrical department due to government 
war-time restrictions, which prevented use of 
money ordinarily spent for improvements and 
extension of services. 
Ample provisions have been made to build 
up a reserve fund for postwar needs and im- 
provements, a spokesman said. 


Nebraska 


Taxation Brief Filed 


S By Platte Valley Public Power District 
is not a private corporation but is a crea- 
ture of the state legislature and therefore not 
subject to taxation, it was argued in a brief 
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filed recently in the state supreme court by at- 
torneys for the district. The case came to the 
supreme court from the Lincoln County Dis- 
trict Court which held that Lincoln county 
had the right to assess personal property owned 
by the district. It has once been argued before 
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the court but it ordered a rehearing. Several 
attorneys in the state, as friends of the court, 
have filed briefs in the case. 

The district’s attorneys said that because the 
district, created under Nebraska law, was or- 
ganized for the purpose of developing the 
natural water resources of the state, it is per- 
forming a governmental function. It was also 
contended that a public power and irrigation 
district organized under Nebraska law is a 
public corporation and is not subject to tax- 
ation. 

It was further contended that because the 
district is not permitted to make a profit it 
should not be taxed the same as a private in- 
dustry. It was likewise pointed out that the 
district is operated for the benefit of the public 
at large in that millions of dollars worth of 
property have been added to the tax rolls be- 
cause of increase in land values. 

It was also stated in the brief that if the 
district is not a political subdivision of the 
state then it becomes subject to the labor laws, 
social security legislation, and to Federal rate 
regulation, 


The county argued in its brief that the dis. 
trict cannot be considered a governmental sub. 
division because it does not derive its revenue 
from taxation. Attorneys for the district, in 
reply, stated that if this is true, then county or 
state departments or divisions which are sup. 
ported entirely from tax funds cease to exist, 


Lighting Rates Reduced 


A REDUCTION in commercial light and power 
and residential lighting rates, amounting 
to approximately $7,000 a year, was sched- 
uled to become effective in McCook this 
month, The reduction, proposed by Platte Val. 
ley Public Power and Irrigation District and 
accepted by the city council, concerns mostly 
commercial light and power rates, but also ap- 
plies a slight reduction for residential light, 
Manager H. C. Kruse said. 

Kruse said the reductions were put into ef- 
fect because numerous reductions have been 
made in the past on residential rates, but only 
a few reductions have affected the commercial 
and power rates. 


New York 


Power Company Upheld 


T= appellate division, third department, 


on December 28th at Albany sustained the 
right of the Niagara Falls Power Company 
to test the constitutionality of the new law 
requiring it to pay a rental for state-owned 
water rights before an attempt was made to 
put the law into effect. 

The appellate court overruled unanimously 
a decision of Justice Pierce H. Russell, of the 
supreme court, who dismissed a petition by 
which the company sought to restrain the state 
water power and control commission from 
holding hearings on the amount of rental to 
be charged for Niagara river water diverted 
by the company for power purposes. 

The commission called for hearings several 
months ago but postponed them to await court 
rulings on the company’s petition. Justice Rus- 
sell held the company would not suffer any 
hardship if the commission proceeded with 
its hearings and determined the amount of 
rental, because it would not have to pay if 
the courts held the new law unconstitutional. 

The law was enacted at the last session of 
the state legislature on recommendation of 
Governor Thomas E. Dewey. It authorizes the 
state to charge an “equitable rental” for 15,100 
cubic feet a second of water which is being 
diverted by the company at Niagara Falls, free 
of any rental charge, under state grants, en- 
acted by the legislature many years ago. 

In the appeal to the appellate division the 
state contended that the proper procedure was 
for the company to wait until the water power 
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and control commission had fixed a rental 
rate, and then begin its court action to test 
the constitutionality of the law. 

The court took an opposite view in an 
opinion written by Associate Justice Chris- 
topher J. Heffernan, who held that “such a 
remedy is not adequate,” because “the agency 
which the statute has created (the water power 
and control commission) has no power to 
pass on the constitutional questions involved.” 

The Federal Power Commission on January 
3rd issued a final order in the long dispute over 
the original cost of the Niagara Falls Power 
project, making possible the creation of a $14- 
497,768 capital surplus account and dividends 
to stockholders. Actual ‘legitimate cost of the 
project before 1921 is now determined to have 
been $27,910,538, instead of $44,453,868 as car- 
ried on the books of Niagara Falls Power 
Company, a subsidiary of Buffalo, Niagara & 
Eastern Power Corporation. 

The remaining $16,543,330 now must be 
listed in some other manner, and the FPC 
ruled that $14,497,768 of it may be either 
charged to earned surplus or charged against 
a capital surplus account created for the pur- 
pose. 

Creation of this capital surplus account 
would enable the company to pay dividends 
out of it and FPC officials said the company 
had requested permission to do so. 

The order supplements the June 9th order by 
allowing, as project costs, $3,229,858.51 and 
disallowing $755,641.63 of the total of $,- 
985,500.14 of book costs reserved for further 
consideration in the order of June 9th. 
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North Carolina 


Gas Rate Increase Ordered 


HE state utilities commission recently or- 
dered the Elizabeth City & Suburban Gas 
Company of Elizabeth City to adopt a new 
gas schedule calling for a minimum monthly 


monthly minimum of $1.43. 

The change in rates becomes effective Feb- 
ruary Ist. It was ordered after a hearing at 
which the company had petitioned a flat in- 
crease of the present surcharge of 10 per cent 
toa total of 40 per cent “for the duration of 
the war and six months thereafter.” 

The company alleged that it probably would 
have to go out of business unless some increase 
was granted, adding that it now is operating 


at a loss. The city board of aldermen and 
five customers filed a protest against any pro- 
posed increase in rates, but no one appeared 
in opposition at the hearing. 

The state commission did not adopt the 
company’s request, but ordered a substitute 
schedule adopted. The substitute calls for a 
flat rate of $2.25 per thousand cubic feet for 
all gas consumed, compared with the present 
graduated scale of $2.42 for one thousand cubic 
feet, $3.38 for fifteen hundred cubic feet, and 
$4.35 for two thousand cubic feet. 

The order also called for a residential mini- 
mum of $2.25 and a commercial minimum of 
$28 monthly, with a flat domestic gas refrig- 
erator charge of $2.50 per month, irrespective 
of cubical capacity of refrigerator. 


Ohio 


Pottery Gas Banned Again 


sa result of freezing weather and a fore- 
A cast of subzero temperature, the Manu- 
facturers Light & Heat Company on Decem- 
ber 23rd again banned gas for industrial pur- 
poses in potteries and other factories in the 
upper Ohio valley to conserve fuel for 32,000 
domestic consumers, 

The curtailment, which followed a 24-hour 
lifting of fuel restrictions in effect since De- 
cember 11th, halted the return of 5,000 work- 
ers to jobs in East Liverpool and in near-by 
Wellsville, and Chester and Newell, West Vir- 
ginia, potteries. Restrictions also affected pot- 
teries in Steubenville, Sebring, and Scio, and 
nonessential departments of Toronto, Steuben- 
ville. and Mingo, Ohio, and Weirton and Fol- 
lansbee, West Virginia, steel mills. 


Bus Fight Aired 


A’ injunction suit brought by the city of 
Akron under direction of Mayor George 
J. Harter, which sought to prevent the Akron 
Transportation Company from curtailing serv- 
ice in that city, has been admitted for review 
by the state supreme court, it was announced 
last month. 

Harter tried to keep the company from mak- 
ing bus-line changes ordered by the Office of 
Defense Transportation. He held that they 
were in violation of the city-company fran- 
chise. 

Holding that it was without jurisdiction in 
the matter, a Summit County Common Pleas 
Court dismissed the injunction. The ruling 
was upheld by the ninth district court of ap- 
peals, 


Pennsylvania 


Liable for Rail Taxes 


f ls Philadelphia Company, holding com- 
pany of the Pittsburgh Railways Com- 
pany, is liable for the taxes, the interest, and 
the principal on bonds of the traction system’s 
underliers, Judge W. Heber Dithrich ruled 
last month in common pleas court at Pitts- 
burgh. The far-reaching decision was handed 
down in an equity action brought against the 
Philadelphia Company by the Monongahela 
Street Railway Company. 

The lines of the Monongahela Company, 
owned by the Mellon family, were leased in 
1902 to the Consolidated Traction Company 
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for nine hundred years. Consolidated was in- 
corporated into the Pittsburgh Railways Com- 
pany, with the Philadelphia Company guar- 
anteeing Monongahela’s lease under which it 
receives an annual rental of $315,000. 

Until 1938, Philadelphia Company had paid 
all taxes of Monongahela, but since then ap- 
proximately $568,000 in Federal, state, coun- 
ty, and municipal taxes and levies have gone 
unpaid, 

Philadelphia Company contended it stopped 
paying the taxes because no such taxes were 
within the contemplation of the parties execut- 
ing the lease agreement in 1902. 

The interpretation of the agreement, which 
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still has about 858 years to run, should be con- 
strued in the light of circumstances as they 
existed in 1902, the Philadelphia Company 
argued. 

Judge Dithrich, however, held that the an- 
nual rental agreed upon was “net rental” and, 
under the agreement, Philadelphia Company 
must pay all taxes assessed against Mononga- 


hela, as well as interest and principal on bonds 
issued by Monongahela, 

Refunding bonds of Monongahela amount. 
ing to $4,174,000 are outstanding, and the 
judge directed that Philadelphia Company 
in addition to paying the back taxes of Monon. 
gahela, pay $104,305 in interest due on the 
bonds since June 1, 1943. 


South Carolina 


New Rate Schedule Announced 


A REDUCTION in the rates for electricity and 
gas charged by the South Carolina Elec- 
tric & Gas Company, of Columbia, was an- 
nounced last month at Columbia by the state 
public service commission. The reduction will 
bring about a saving of $110,000 a year for 
the customers of this company, which operates 
in Columbia and the central area of the state. 
The formal announcement from the offices 
of the commission said: “As the result of a 
series of conferences between representatives 
of the electrical utilities division (of the com- 
mission), the public service commission, and 
officers of the South Carolina Electric & Gas 
Company, the commission today announced its 
approval of a reduction by the company in 
certain of its rates for electric light and power 
and gas amounting to $110,000 annually.” 
The statement said that “for some time the 
company and this commission had realized 
that there should be a readjustment of rate 
schedules that would put them more in line 
with scientific rate making and give greater 
benefit to customers of the corporation, and 
negotiations were begun towards that end.” 
The new schedule, the statement said, would 


go into effect on February 1, 1944. Residential 
customers in Columbia and vicinity affected 
will receive a saving of $29,800 and general 
light and power service consumers will get a 
decrease of $33,700. The industrial rate, which 
includes the cities of Orangeburg and Winns- 
boro, will be reduced to the extent of a saving 
of some $31,500. 

The gas rate reduction for Columbia will 
be $7,100 and for Florence $900. 

R. M. Jefferies, newly appointed general 
manager, said last month that the South Caro- 
lina Public Service Authority (Santee-Coop- 
er) had abandoned its plan to buy the South 
Carolina Electric & Gas Company’s proper- 
ties in the central part of the state. The author- 
ity, which developed a $57,000,000 power and 
navigation project with Federal funds, had 
negotiated for the porcees of the private 
utility’s plants for about $40,000,000, but the 
state supreme court ruled it lacked the right 
to make the deal, and the state legislature 
twice failed to enact bills to authorize the pur- 
chase. 

Mr. Jefferies also said the utility company 
had been enabled to make its recent reduction 
of $110,000 by purchasing energy from the 
Santee-Cooper’s outfit. 


Tennessee 


Gas Rates Increased 


A BLANKET increase of 1-1/10 cents per hun- 
dred cubic feet of gas used by commer- 
cial and domestic consumers will become 
effective in the rates of Knoxville Gas Com- 
pany beginning February Ist, Manager H. G. 
Bonner said recently. 

The increase will make slight additions to 
the monthly bills of all consumers who use at 
a the minimum cubic footage, Bonner 
sai 


For domestic purposes the minimum 
footage is 200, he added, which, if represent- 
ing the exact amount used by any household, 
would raise their bill 2.2 cents. 

The increase was granted on December 29th 
by the state railroad and public utilities com- 
mission at Nashville, to be effective for the 
duration of the war and six months thereafter. 
The increase request was based on grounds of 
increased production costs, particularly as the 
result of labor shortages and increasing cost 
of coal. 


ee 
Washington 


Gas Franchise Granted 


25-YEAR franchise to manufacture, sell, 
and distribute gas and by-products in 
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Spokane was granted the Spokane Gas & Fuel 
Company last month. The contract carries the 
provision that the city may. purchase the plant 
at any time for its “fair market value.” 
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The Latest 
Utility Rulings 


Return under Sliding-scale Arrangement 
Based on Cost of Capital 


HE public utilities commission of 

the District of Columbia, in its an- 
nual determination of rates for service 
furnished by the Washington Gas Light 
Company in accordance with the provi- 
sions of a sliding-scale arrangement, ex- 
pressed the opinion that the cost-of- 
capital approach to a determination of the 
fair rate of return is particularly well 
adapted to such an arrangement. This 
afrangement provides for an annual re- 
view of the results of operations of the 
utilities which permits, as changing con- 
ditions warrant, prompt adjustment of 
rates without violent fluctuation. 

Cost of capital, it was said, is a vital 
element in the conduct of a utility busi- 
ness, and it is important and helpful to 
both investors and consumers to have at 
hand the means by which prompt recog- 
nition may be given to any substantial 
change directly affecting operations. 

Witnesses for both the company and 
the commission employed the same gen- 
eral principles in determining the cost of 
long-term debt capital, with one point of 
difference in the application of these 
principles. The company’s witness ap- 
plied to the various issues outstanding as 
of June 30, 1943, bond table interest 
rates, which include interest and amor- 
tization, and related the cost thus arrived 
at to the original net proceeds of the 
issues plus realized amortization to June 
30th. The commission’s witness used the 
straight-line method of amortizing debt 
discount and expense and related the sum 
of the annual coupon interest and amorti- 
zation to the principal amount of each 
issue. The commission concluded that 
the procedure followed by the company’s 
witness resulted in a more precise deter- 
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mination of the cost of long-term debt 
capital. It also concluded that the present 
cost of this type of capital, of 4.8 per 
cent, as developed by the company’s wit- 
ness was fair and reasonable. 

The cost of preferred stock capital was 
determined by relating the annual divi- 
dends to the net proceeds from the two is- 
sues outstanding ; namely, 60,000 shares 
of $4.50 cumulative convertible preferred 
and 40,000 shares of $5 cumulative con- 
vertible preferred. This computation, 
which was used by both witnesses, pro- 
duced an annual rate of 4.906 per cent as 
the cost of preferred stock capital, which 
was accepted by the commission. 

With respect to common stock capital, 
it was said to be necessary to determine 
the rate to be applied to common stock 
equity which would afford the company a 
sufficient return to enable it to pay a rea- 
sonable dividend to the holders of its 
common stock and to retain in the busi- 
ness a reasonable amount in order to at- 
tract new capital. Among the principal 
factors which have a distinct, although 
not necessarily a controlling, influence 
upon the final determination to be made, 
said the commission, are earnings-price 
ratios and dividend-price ratios of the 
common stocks of the company and of 
other companies of a comparable char- 
acter. Because of the very recent in- 
vestor appraisal obtained from a consid- 
eration of recent stock prices, the use and 
weighting of the spot price of August 2, 
1943, in the opinion of the commission, 
did not distort the final result. The com- 
mission continued : 

. witness for the company added’ an 


element of cost of financing to his computa- 
tion of the earnings-price ratio applicable to 
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the common stock of the company. The in- 
clusion of this factor is not warranted, par- 
ticularly in view of the fact that the record 
shows that no cost has attached to the issu- 
ance of any of the common stock of the 
company to date. Further, it is obvious that 
cost of financing cannot be related to earned 
surplus under any circumstances. For these 
reasons, cost of financing will not be consid- 
ered in connection with the determination of 

a reasonable return on the common stock 

equity of this company. 

The commission, in the light of all the 
factors considered, found that a primary 
rate of 53 per cent, to be applied in ac- 
cordance with the provisions of the 
sliding-scale arrangement, was fair and 
reasonable. 

During the test year under considera- 
tion the company had recorded as operat- 
ing expense the amount of $127,475, with 
a concurrent credit to a reserve account 
for deferred maintenance. This amount 
comprised $25,375 for removing and re- 
setting meters, $60,900 for maintenance 


of meters, and $41,200 for maintenance 
of mains. These amounts were deter. 
mined by applying, in so far as meters 
were concerned, the average cost of re. 
moving, resetting, and maintaining 
meters during the year 1942 to the num- 
ber of meters which the company stated 
should have been tested and repaired had 
the normal testing program been fol- 
lowed. The estimate for maintenance of 
mains was determined by averaging 
similar expenditures for the years 1939 
to 1941, inclusive, after deducting from 
such average the actual expenditures 
during the test year ended June 30, 1943, 
The commission ruled that present-day 
consumers should not be charged with 
this amount for ‘“‘an estimated deferred 
maintenance expense which may or may 
not materialize in full in future years,” 
Re Washington Gas Light Co. (Order 
No. 2682, PUC No. 3361, Formal Case 
No. 334). 


e 
War Hardships of Individual Consumer Not to 


Interfere with Rate Standardization 


8 Bog Pennsylvania Power Company, 
in 1942, made rate adjustments and 
transferred five customers to a standard 
system rate under which forty-four cus- 
tomers were then being served. The prin- 
cipal difference between the schedules 
was that the standard rate gives recogni- 
tion to demand and energy components 
of the customer’s use, whereas the old 
rate was upon a flat energy basis, with 
minimum charges based upon demand. 

At least two customers affected by the 
transfer were benefited, but a steel com- 
pany found that the changeover made a 
substantial increase in the annual electric 
bill. Nevertheless its plea for retention 
of the old rates was denied. 


The customer did not allege that the 
company was earning an excessive return 
or that the new rate was in itself unjust 
and unreasonable. Its position was that 
under restrictions of the Office of Price 
Administration the selling price of its 
output of steel wire bale ties was fixed; 
that it had been obliged to absorb in- 
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creases in rail freight rates, wage in- 
creases, the granting of employees’ vaca- 
tions with pay, higher taxes, additional 
clerical help, and greater spoilage of raw 
materials due to labor turnover, all with- 
out being permitted any increase in the 
selling price of its product. The com- 
bination of these circumstances, together 
with higher power cost, critically affected 
its operating profit and financial condi- 
tion. 

While the addition alone of the rate in- 
crease would not be ruinous in itself, yet 
placed on top of the other burdens it 
brought the company, it was said, near 
the breaking point in its struggle to exist. 
The company said it would seem that the 
commission, in the exercise of its discre- 
tion and with the desire to keep a small 
essential industry alive during this crit- 
ical war period, might rescind the rate in- 
crease in so far as this company was con- 
cerned until following the duration of the 
war. It seemed hardly equitable to the 
wire company that it should be compelled 
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“to stand idly by while practically all of 
its operating profit is being wiped out 
through a series of governmental regula- 
tions and edicts against which no oppor- 
tunity has been given it to present facts 
to substantiate that its margin of profit is 
extremely small under ordinary opera- 
tions and are of little or no consequence 
during our entrance into World War II.” 
The commission, however, believed 
that rate standardization, whereby all 
customers having the same characteris- 
tics of service are billed on the same rate 
schedule, is a highly desirable objective. 
The commission’s function, it was said, 
is to determine how much the various 
classes of consumers should pay for serv- 
ice, considering the characteristics of 
their use and the costs incurred by the 
public utility to render service with those- 
characteristics. The commission added: 
In performing. that function, we cannot 
take into account what individual consumers 
in each class can pay, for obviously this 
would lead to the situation where a separate 
rate would be required for each consumer 
according to the degree of his prosperity, 


and where the less prosperous consumer’s 
service would be paid for, indirectly, either 
by his more fortunate neighbors or by the 
public utility itself. In the present case we 
are of the opinion that discrimination exist- 
ed in favor of the complainant as long as it 
was on Rate “D” and that such discrimina- 
tion should cease. 


Commissioner Buchanan, in a dissent- 
ing opinion, took the view that, regard- 
less of what the other stabilization 
agencies have done or have failed to do 
to keep the trust placed in them for the 
successful prosecution of the war, the 
commission’s duty was clear and well 
defined that it must scan with extraordi- 
nary skepticism every rate increase, gen- 
eral or special, for any possible adverse 
effect upon the war effort. He did not 
believe that there would be discrimina- 
tion through special rates, even for only 
one customer, where rates were designed 
to meet the peculiar demands of the cus- 
tomer’s business, equipment, or condi- 
tions. Cavert Wire Co. v. Pennsylvania 
Power Co. (Complaint Docket No. 
13887). 


e 


Central Servicing Arrangement of Subsidiary 
Company Approved 


HE Securities and Exchange Com- 

mission has given conditional ap- 
proval to the reorganization and simplifi- 
cation of the American Water Works 
& Electric Company’s central manage- 
ment and servicing arrangements with 
the water operating and water subholding 
companies in its system. Proceedings 
had been instituted at the request of the 
New Jersey commission. The Connecti- 
cut and Pennsylvania commissions also 
participated. 

In substance, the pattern of the new 
servicing arrangement will conform to 
the principles enunciated by the commis- 
sion in prior cases, summarized in a 
statement by the commission as follows: 


1. No operating company should be 
charged or have allocated to it any portion 
of the salaries or expenses of any person 
who is a holding company official, or whose 
functions relate primarily to the functions 
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of supervision of the holding company sys- 
tem and review of the activities of operating 
companies, their officials, and staffs. 

No such holding company official 
should receive any compensation or reim- 
bursement of expenses from any operating 
company directly or through a service 
company. 

3. Each service company should confine 
itself to functions which the operating sub- 
sidiaries cannot perform as efficiently and 
economically themselves. These services 
should be limited to services of an “operat- 
ing nature” as distinguished from manage- 
rial, executive, or policy-forming functions. 


Existing service, sales, and construc- 
tion contracts are to be canceled and two 
existing service companies are to be 
dissolved. American Water Works & 
Electric Company, Inc., is to pay directly 
all salaries and expenses of system 
policy-forming personnel and their as- 
sistants, and to discontinue in the future 
all servicing activities for a charge. Fu- 
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ture system servicing activities for the 
water subsidiaries will be conducted by a 
new service company, Water Works 
Service Company, Inc. 

The commission noted that the order 
permitting the company to conduct its 
business as a subsidiary service company 
was not to be construed as a ruling that 


the company might not be required to 
effect any changes in its organization and 
operation or any other changes which be. 
come necessary to conform with the act 
or present or future rules, regulations, or 
orders thereunder. Re American Water 
Works & Electric Co. Inc. et al. (File 
Nos. 4-46, 37-58, Release No. 4749), 
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Company Acquires Cooperative Property 


P , ivoahly was granted by the Wis- 
consin commission for the acquisi- 
tion by Wisconsin Power & Light Com- 
pany of property owned by the Porter 
Electric Line Codperative at a proposed 
purchase price of $11,000. The sale 
agreement provided for a purchase price 
of $12,633.08, but a letter from the appli- 
cant reconciled the figure by showing 
that in addition there were materials and 
supplies on hand consisting of poles, 
crossarms, hardware, meters, and mis- 
cellaneous items, having an invoice value 
of $1,633.08. The commission said: 


Our approval under § 196.80, Statutes, is 
required only for purchase of utility prop- 
erty which constitutes an operating unit or 
system, or, in this case, the property pur- 
chased for $11,000. 


The codperative had acquired the 
property from a predecessor which had 
failed to comply with statutory require- 
ments for commission approval. The 
predecessor had been dissolved. The 
commission said that if the property was 
transferred prior to dissolution, author- 
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ity from the commission was necessary, 
while, if dissolution occurred at a time 
when the predecessor owned and op- 
erated the property, then authority for 
dissolution should have been obtained. 
In this connection the commission said 
in part as follows: 
While the failure of the vendor’s predeces- 
sor to secure authority either under § 181.03 
or 196.80 is a violation of the law, the fact 
that the officers and stockholders of this 
small rural electric utility were substantially 
the same for both concerns mitigates the 
seriousness of such violation. Our action 
herein indirectly will validate the 1938 trans- 
fer of the property from the Porter Electric 
Line Company to the Porter Electric Line 
Coéperative. 


The record disclosed that the Porter 
Electric Line Codperative had approxi- 
mately ninety customers compared with 
forty-five stockholders. The concern 
must, therefore, said the commission, be 
deemed a public utility since it did not 
limit its service to members only. Re 
Wisconsin Power & Light Co. (2-U- 
1928). 


Temporary Exemption Granted from Meter 
Testing Requirements 


or the duration of the war and for six 

months thereafter the Wisconsin 
commission has exempted the routine 
testing of alternating current electric 
meters of a capacity of 50 amperes and 
less from the requirements of its rule 45 
D 1 of the General Order issued July 29, 
1941, to the extent that the utilities find 
it to be impossible to complete the routine 


testing within the period prescribed in 
that order. It was observed that a num- 
ber of regulatory bodies of other states 
have granted meter testing exemptions 
because of the shortage of men available 
for the work and in order to save gaso- 
line and rubber. The necessity for some 
such exemption in Wisconsin was said 
to be apparent. 
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The application for a temporary 

ange in the requirements was made by 

e meter committee of the Wisconsin 

tilities Association, composed of repre- 
sentatives of municipal as well as private 
utilities. 

Therefore, said the commission, 
there would be no opposition to the 
change. Since all necessary information 
was in the hands of the commission, no 
public hearing was held. The commission 
said : 

It was explained that investigations, car- 
ried on by the meter committee, of the status 
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of routine meter testing by the larger utili- 
ties showed that practically all of them with 
one notable exception were considerably in 
arrears with the small alternating current 
meters, also that there was no prospect of 
securing enough additional testers to bring 
the routine tests up to the requirements of 
the service rules. It was stated also that, in 
cases of emergency, due to the withdrawal 
of men into the service from other depart- 
ments, it was necessary to call on men from 
the meter testing department for mainte- 
nance and trouble work, thus further cur- 
tailing the meter testing. 


Re Revision of Service Rules for Electric 
Utilities (2-U-911). 


Limitations on Certificates under ‘Grandfather 
Clause’? of Motor Carrier Act Sustained 


TS United States Supreme Court 
affirmed a judgment dismissing a 
suit to enjoin an order of the Interstate 
Commerce Commission specifying lim- 
itations in a certificate proposed to be is- 
sued under the “grandfather clause” of 
the Motor Carrier Act. The evidence 
showed that the applicant’s operations in 
transporting passengers between New 
York city and Catskill mountain resorts 
were special and nonscheduled and be- 
tween no fixed termini. 

The court held that the certificate 
might be properly restricted to like op- 
erations, even though under another sec- 
tion of the act only special or charter 
operations entitle a motor carrier to a 
certificate for irregular routes. 

Limitation of the certificate under the 
“grandfather clause” to the transporta- 


tion of not more than six passengers in 
any one vehicle was not, in the case of 
one who prior to the critical date had 
used only 7-passenger sedans in its busi- 
ness, precluded by the provision of the 
act with reference to “grandfather 
clause” carriers that “no terms, condi- 
tions, or limitations shall restrict the 
right of the carrier to add to his or its 
equipment or facilities over the routes, 
between the termini, or within the terri- 
tory specified in the certificate, as the 
development of the business and the de- 
mands of the public shall require.” The 
proviso of the “grandfather clause” was 
said to be a provision against the limita- 
tion on the addition of more vehicles of 
the authorized type and not a prohibition 
of the specification of the type. Crescent 
Express Lines, Inc. v. Umited States. 


& 


Renewal Properly Denied Because of 
Carrier’s Lack of Fitness 


nN order of the Pennsylvania commis- 
sion refusing to renew a certificate 
for common carrier transportation of 
household goods was sustained by the 
Pennsylvania Superior Court, with the 
statement that there was substantial evi- 
dence with rational probative force 
wholly sustaining the order, and there 
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the inquiry of the court ends. It was said 
that the commission had properly based 
its order on the interests of the public as 
distinguished from the interest of the 
applicant. The court said: 

The fact that under the practice of the 


commission prior certification in itself was 
considered evidence of need for the service 
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or that certificates often were renewed in the 
absence of protest as a matter of routine, is 
unimportant. At the hearing, on the issues 
raised by protestants, the burden was on ap- 
pellant to establish that it was financially 
able to give reliable and responsible service 
to shippers and that it was otherwise fit, in 
the interest of the public, to be entrusted 
with a renewal of its franchise with the pow- 
ers and privileges of a common carrier. 


On both counts, said the court, the car- 
rier had failed to sustain the burden upon 
it. It was in reality a one-man corpora- 
tion. This one man was its president and 
treasurer. The court said it could look 
through the veil of corporate structure to 
the realities as demonstrated by his con- 
duct. Its affairs, the court observed, were 
indiscriminately intermingled with those 
of a storage company also controlled by 
the same individual. 

The storage company bought the 
trucks used by the transportation com- 
pany and transferred them to it without 
consideration. When the storage com- 
pany became financially involved with 
judgments of record against it, the man 
in control acquired its assets for the 


transportation company without assym. 
ing any of its liabilities. He then syr. 
rendered the storage company’s charter 
and dissolved that corporation. 

No reliance, it was said, could be 
placed on his testimony as to the real 
financial worth of the transportation or. 
ganization. The commission continued: 


Bearing upon appellant’s fitness, there js 
evidence of numerous complaints as to the 
quality of the service rendered. There is also 
direct testimony of three instances when ap. 
pellant failed to make deliveries as agreed 
or within a reasonable time thereafter, And 
when goods were damaged or lost, de. 
fendant refused to settle the claims by pay. 
ment of any sum approaching the full amount 
of the loss. In passing upon the application 
for renewal the commission properly deter- 
mined the question of appellant’s fitness in 
the light of its past record, the manner of 
conducting its transportation business, and its 
disregard of the rights of shippers. Day », 
Public Service Commission (1933) 107 Pa 
Super Ct 461, 1 PUR(NS) 109, 164 Atl 65; 
Hubert v. Public Service Commission, 118 
Pa Super Ct 128, 180 Atl 23. 


Armour Transportation Co. v. Public 
Utility Commission. 


e 


Other Important Rulings 


NLAWFUL discrimination, according 


to the Missouri commission, 
does not result from a railroad’s absorp- 
tion of switching charges on competitive 
traffic while refusing to absorb such 
charges on noncompetitive traffic, so long 
as all shippers similarly situated are 
treated alike. Modern Sand & Gravel 
Co. v. Thompson, Trustee of Missouri 
Pacific Railroad Co. (Case No. 10,295). 


The conversion of 2-man streetcars 
of conventional type so that they might 
be operated by one man was authorized 
in order to provide man power for addi- 
tional vehicles in view of the war-time 
man-power shortage. Re Capital Transit 
Co. (Order No. 2675, PUC No. 2843, 
Formal Case No. 337). 


Note.—The cases above referred to, where decided by courts or re; 
will be published in full or abstracted in Public Utilities 
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The Wisconsin commission approved 
revised rates for a gas company, involv- 
ing some increases, with the statement 
that the situation under consideration fell 
within the classifications cited in the 
Wisconsin Telephone Case (1942) 4 
PUR(NS) 193; that is, its financial con- 
dition was seriously jeopardized by the 
present level of earnings. Re Wisconsin 
Southern Gas Co. (2-U-1839). 


The Pennsylvania commission held 
that a contract carrier permit should not 
be canceled solely because the carrier had 
discontinued service without commission 
authorization. Public Utility Commis- 
sion v. Lancaster & New York Mo- 
tor Freight Service, inc. (Application 
Docket No, 34331, F5). 
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ENGINEERS PUB. SERVICE CO. v. SECURITIES EXCH. COM. 


UNITED STATES COURT OF APPEALS FOR THE 
DISTRICT OF COLUMBIA 


Engineers Public Service Company et al. 


Uv 


Securities and Exchange Commission 


No. 8394 
— US AppDC —, — F(2d) — 
Cl) 6 November 22, 1943 
EC) wi 
nd) 104 ETITION to review orders of Securities and Exchange Com- 
TY) 119 mission requiring divestment of ownership and control of 
Ct) 108 certain subsidiary corporations under § 11(b)(1) of the H old- 
Sal) 125 ing Company Act; reversed and remanded. For Commission de- 


ind) 93 cision, see (1942) 46 PUR(NS) 68, and see also the earlier de- 
cision in (1941) 40 PUR(NS) 1 
Intercorporate relations, § 19.5 — Integration of holding company system — Ad- 
ditional systems — Geographical limitations. 

1. Clause (B) of § 11(b)(1) of the Holding Company Act, 15 USCA 
§ 79k(b)(1), permitting continued control of additional integrated public 
utility systems by a holding company, restricts such additional systems to 
those operating in a state in which the principal system operates, or in states 
adjoining such a state, or in a foreign country contiguous thereto, p. 71. 


ntercorporate relations, § 19.5 — Integration of holding company system — Addi- 

tional systems — Substantial economies. 
sficati 2. The term “substantial economies” in § 11(b)(1)(A) of the Holding 
ne Company Act, 15 USCA § 79k(b)(1)(A), relating to retention of addi- 
tional systems in order to avoid loss of substantial economies, means some- 


xt Fa thing different and something more than substantial savings in operational 

expenses ; it means important economies, and the required importance must 
08: ex: relate to the healthful continuing business and service of the freed utility, 
tation on p. 75. 


i inercorporate relations, § 19.6 — Integration of holding company system — Re- 
Hi tention of other businesses. 

3. A business other than that of a statutory public utility company is re- 
tainable in the principal system under § 11(b)(1) of the Holding Company 
Act, 15 USCA § 79k(b) (1), if the Commission finds it necessary or ap- 
propriate in the public interest, or for the protection of investors or con- 
sumers, and not detrimental to the proper functioning of such systems; 
if the business is not detrimental to the holding company system, retention 
must be permitted if it serves the interest of the public or of the investors 
or of the consumers—any one of the three, and it is not necessary that there 
be a functional relationship between the operation of the business and the 
operation of the principal system, p. 79. 


[5] 65 51 PUR(NS) 
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Appeal and review, § 68 — Reversal and remand — Divestment order under Hold. 
ing Company Act — Functions of court and Commission. 
4. An order of the Securities and Exchange Commission requiring the 4j- 
vestment of a transportation business from a power company in a holding 
company system should be reversed and the case remanded to the Commission 
for further findings and conclusions when the Commission’s conclusions on 
this branch of the case were based mainly upon an erroneous interpretation 
of § 11(b)(1) of the Holding Company Act, 15 USCA § 79k(b) (1), with 
respect to the necessity of a functional relationship, and conclusions relat- 
ing to past accounting practices with no clear finding as to present condi- 
tion, since it is not the function of the court to make final determinations 
of fact but that responsibility lies with the Commission, p. 85. 


Intercorporate relations, § 19.8 — Integration of holding company system — 
Selection of principal system. 
5. The right to select a principal system to be retained under § 11(b)(1) 
of the Holding Company Act, 15 USCA § 79k(b) (1), lies with the hold- 
a aa but this right must be exercised without unnecessary delay, 
p. 
Intercorporate relations, § 19.8 — Integration of holding company system — 
Selection of principal system — Preliminary rulings. 
6. The Securities and Exchange Commission should make preliminary rul- 
ings if they are necessary to enable a holding company to make its selec- 
tion of a principal system to be retained under § 11(b)(1) of the Hold 
ing Company Act, 15 USCA § 79k(b) (1), p. 85. 


Intercorporate relations, § 19.8 — Integration of holding company system — 
Selection of principal system. 
7. The Securities and Exchange Commission may designate the principal 
system to be retained by a holding company under § 11(b) (1) of the Hold- 
ing Company Act, 15 USCA § 79k(b)(1), if the holding company does 
not make its selection in a reasonable time, p. 85. 
Appeal and review, § 28.9 — Scope of review — Decision under Holding Company 
Act — Selection of principal system. 
8. The action of the Securities and Exchange Commission in passing upo 
the need of preliminary findings and in finding the time within which the 
selection of the principal system must be made by a holding company unde 
§ 11(b) (1) of the Holding Company Act, 15 USCA § 79k(b) (1), should 
not be disturbed by the courts unless it appears that the holding company ha 
been denied a reasonable opportunity to make its choice, p. 85. 


Intercorporate relations, § 19.1 — Admissibility of evidence — Integration pro 
ceedings — Constitutionality of statute. 


9, Evidence bearing solely on the constitutionality of the Holding Compan 
Act may properly be excluded by the Securities and Exchange Commissio 
in an integration proceeding under § 11 of the Holding Company Att, 1) 
USCA § 79k, as no statutory power is conferred upon the Commission td 
consider questions of constitutionality or to receive evidence or make find 
ings of fact in respect thereto, p. 87. 


¥ 
APPEARANCES: William E. Tucker were on the brief, for petitioners 
and T. Justin Moore, with whom Milton V. Freeman, pro hac vice, bY 
Paul D. Miller and George D. Gibson special leave of court, with whom 
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John F. Davis, Solicitor, Securities 
and Exchange Commission, was on 
the brief, for respondent. 

Before Soper and Albert Lee 


Stephens, Circuit Judges, sitting by 
designation, and Miller, 
Justice. 


Associate 


Soper, C. J.: This petition, filed 
under § 24 of the Public Utility 
Holding Company Act of August 26, 
1935, 49 Stat 803, 15 USCA § 79x, 
seks a review of an order issued by 
the Securities and Exchange Commis- 
sion on September 16, 1942, 46 PUR 
(NS) 68, in a proceeding begun Feb- 
ruary 28, 1940, under § 11(b) (1) of 
the act, 15 USCA § 79k(b)(1), 
whereby Engineers Public Service 
Company was ordered to divest itself 
of ownership and control of certain 
subsidiary corporations, and was al- 
lowed to retain as its principal system 
the electric utility system of the Vir- 
ginia Electric and Power Company, 
with leave to petition within fifteen 
days for leave to retain as its principal 
system the electric utility system of 
the Gulf States Utilities Company in- 
stead of that of Virginia. By addi- 
tional order of October 6, 1943, En- 
gineers’ petition for rehearing and 
lave to adduce additional evidence 
was denied except that the 15-day 
period was allowed to run from the 
last-mentioned date. The petition for 
fm cview also covers this order. 
im” Engineers was incorporated in Del- 

aware in 1925 and has its principal 
offices in New York city. It is a regis- 
tered holding company under § 5 of 


Prior to the 
divestment order of September 16, 
1942, supra, the Commission had 
passed a divestment order on July 23, 


1941, 40 PUR(NS) 1, and En- 
gineers had taken certain steps to 
comply therewith. Disregarding the 
properties dealt with in the earlier or- 
der, Engineers, through stock owner- 
ship, controlled the following com- 
panies on September 16, 1942: 


Virginia Electric and Power Com- 
pany: 

This company, referred to herein 
as “Virginia,” carries on an electric 
utility business in Virginia and North 
Carolina, and a gas utility, a street 
railway, a bus, and an ice business ir 
Virginia. 

Savannah Electric and Power Com- 
pany: 

This company, referred to herein 
as “Savannah,” carries on an electric 
utility and a street railway and bus 
business in Georgia. 


Gulf States Utilities Company: 

This company, referred to herein 
as “Gulf States,’ carries on an elec- 
tric utility and a steam and water 
business in Texas and Louisiana, a 
gas utility business in Louisiana, and 
an ice business in Texas. 


Baton Rouge Bus Company, Inc: 

This company, referred to herein 
as “Baton Rouge Bus,” carries on a 
bus business in Baton Rouge, Louisi- 
ana. 


El Paso Electric Company (Dela- 
ware): 

This company is also a registered 
holding company and controls through 
stock ownership (a) El Paso Electric 
Company (Texas), referred to here- 
in as “E] Paso,” which is an electric 
utility, operating in Texas and New 
Mexico, and owns a street railway 
and bus business operating in El Paso, 
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‘Texas, and the American half of two cember 31, 1940, prior to the divest. 
international toll bridges between El ment order of July 23, 1941, supra, 
Paso, Texas, and Juarez, Mexico, « the book value of Engineers’ assets 
and (b) El Paso and Juarez Traction was $375,000,000. 
Company, which owns a street rail- Engineers exercises active control 
way in Juarez, Mexico, and the Mexi- over its subsidiaries by virtue of its 
can half of said international toll voting power. It elects the boards of 
bridges. directors, designates and _ transfers 
The subsidiaries of Engineers, in executive officers; and through the 
amounts approximately proportionate Service Company, it arranges for the 
to their respective gross earnings, financing of its subsidiaries, nego- 
hold stock control of Engineers Pub-  tiates their loans and sales of secu- 
lic Service Company, Inc., a mutual ities, reviews the contents of their re- 
service company organized and hav- ports to regulatory bodies and tax 
ing its executive offices in New York. authorities, and prepares and dis- 
Engineers also owns a minority tributes reports for the stockholders 
stock interest in El Paso Natural Gas and general publication. 
Company. By its order of September 16, 1942, 
Virginia, Savannah, Gulf States, supra, the Commission required En- 
and El Paso also carry on electric gineers within one year to dispose of 
merchandising and jobbing businesses, its interest in the following com- 
and Virginia and Gulf States carry on panies: Savannah, Gulf States, Baton 
gas merchandising and jobbing busi- Rouge Bus, El Paso Electric Com- 
nesses. pany (Delaware), El Paso Electric 
Thus it appears that Engineers con- Company, Texas, El Paso and Juarez 
trols gas and electric utility companies Traction Company, El Paso Natural 
which serve widely scattered sections Gas Company, and Engineers Public 
of the country. Electric service is Service Company, Inc.; and (2) to 
furnished in Virginia, North Car- cease to own or operate any property 
olina, Georgia, Louisiana, Texas, and now owned or operated through Vir- 
New Mexico. Gas service is rendered ginia Electric & Power Company for 
in Virginia and Louisiana by the sub- the purpose of conducting any gas 
sidiaries which render electric service utility, gas appliance merchandising 
in those states. The subsidiary com- and jobbing, and transportation busi- 
panies in the system also engage in nesses. 
various other businesses such as bus The order also required (1) El 
and street railway systems, interur- Paso Electric Company (Delaware) 
ban and suburban transportation lines, to dispose of its interest in El Paso 
toll bridges, ice and cold storage and Juarez Traction Company; (2) 
plants, and various water and steam to cease to own or operate any facil- 
enterprises. ities now owned or operated by it 
The principal subsidiaries, in the through El Paso Electric Company 
order of their importance measured (Texas) for the purpose of conduct- 
by net income in 1940, are Virginia, ing any transportation or toll bridge 
Gulf States, and El Paso. On De- business. 
51 PUR(NS) 68 
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The order gave the Engineers the 
right within fifteen days to petition 
for leave to retain as its principal sys- 
tem the electric utility system of Gulf 
States. 

It will be perceived that under the 
order Engineers was ordered to rid 
itself of all its holdings except Vir- 
ginia; and Virginia was ordered to rid 
itself of its gas utility, gas appliance 
merchandising and jobbing business, 
and also its transportation business. 
The holdings that Virginia was per- 
mitted to retain consisted of the Vir- 
ginia Electric and Power Company, 
its electric appliance merchandising 
and jobbing business and its ice busi- 
ness. 

Engineers contends that the order 
of the Commission is invalid because 
(1) it is based upon an erroneous in- 
terpretation of the act; (2) it impeded 
the Engineers in the selection of the 
principal system to be retained; (3) 
the statute is unconstitutional when 
considered in the light of evidence re- 
jected by the Commission which shows 
that the divestment provisions of the 
statute are arbitrary and capricious in 
that they have no substantial relation 
to the evils which Congress desired to 
eliminate. 


Interpretation of § 11 (b) (1) of the 
Statute 


The character and content of the 
order of September 16, 1942, supra, 
were influenced by the Commission’s 
interpretation of the provisions for 
the simplification of holding company 
systems contained in § 11 (b) (1) of 
the act. 

Section 11 (a) and (b) are as fol- 
lows: 


“Simplification of Holding-company 
Systems 

“Section 11(a) It shall be the duty 
of the Commission to examine the cor- 
porate structure of every registered 
holding company and subsidiary com- 
pany thereof, the relationships among 
the companies in the holding-com- 
pany system of every such com- 
pany and the character of the in- 
terests thereof and the properties 
owned or controlled thereby to deter- 
mine the extent to which the corporate 
structure of such holding-company 
system and the companies therein may 
be simplified, unnecessary complexities 
therein eliminated, voting power fairly 
and equitably distributed among the 
holders of securities thereof, and the 
properties and business thereof con- 
fined to those necessary or appropriate 
to the operations of an integrated pub- 
lic-utility system. 

“(b) It shall be the duty of the 
Commission, as soon as practicable 
after January 1, 1938: 

“(1) To require by order, after no- 
tice and opportunity for hearing, that 
each registered holding company, and 
each subsidiary company thereof, shall 
take such action as the Commission 
shall find necessary to limit the opera- 
tions of the holding-company system 
of which such company is a part to a 
single integrated public-utility sys- 
tem, and to such other businesses as 
are reasonably incidental, or econom- 
ically necessary or appropriate to the 
operations of such integrated public- 
utility system: Provided, however, 
That the Commission shall permit a 
registered holding company to con- 
tinue to control one or more additional 
integrated public-utility systems, if, 
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after notice and opportunity for hear- 
ing, it finds that 

“(A) Each of such additional sys- 
tems cannot be operated as an inde- 
pendent system without the loss of 
substantial economies which can be 
secured by the retention of control by 
such holding company of such system ; 

“(B) All of such additional systems 
are located in one state, or in adjoin- 
ing states, or in a contiguous foreign 
country; and 

“(C) The continued combination of 
such systems under the control of 
such holding company is not so large 
(considering the state of the art and 
the area or region affected) as to im- 
pair the advantages of localized man- 
agement, efficient operation, or the 
effectiveness of regulation. 

“The Commission may permit as 
reasonably incidental, or economical- 
ly necessary or appropriate to the oper- 
ations of one or more integrated public- 
utility systems the retention of an in- 
terest in any business (other than the 
business of a public-utility company as 
such) which the Commission shall find 
necessary or appropriate in the public 
interest or for the protection of inves- 
tors or consumers and not detrimental 
to the proper functioning of such sys- 
tem or systems.” 

It is the duty of the Commission 
under this section to examine the cor- 
porate structure of every registered 
holding company and its subsidiaries, 
the relationships among them, and the 
interests and properties thereof, in or- 
der to determine to what extent the 
corporate structure of the system may 
be simplified and the properties and 
business confined to those necessary 
or appropriate to the operation of an 
integrated public utility system. As 
51 PUR(NS) : 


applied to the electric utility com. 
panies, such a system is defined in 
§ 2 (a) (29) of the act, 15 USCA 
§ 79b (a) (29) to mean a system con- 
sisting of generating plants and dis. 
tributing facilities, whose assets are 
physically interconnected and may be 
economically operated as a single sys- 
tem confined in its operations in a 
single area or region in one or more 
states, and not so large as to impair 
the advantages of localized manage- 
ment and efficient operation and reg- 
ulation. As applied to gas utility com- 
panies, such a system means a system 
consisting of one or more gas utility 
companies, so located and related that 
substantial economies may be effec- 
tuated in a single coordinated system 
confined in its operations to a single 
area or region in one or more states, 
and not so large as to impair the ad- 
vantages of localized management 
and efficient operation and regulation. 

The duty is imposed upon the Com- 
mission to require each registered 
holding company and each subsidiary 
thereof to limit the operations of the 
system to a single integrated public 
utility system “and to such other busi- 
nesses as are reasonably incidental or 
economically necessary or appropriate 
to the operations of such integrated 
public utility system.” But the duty 
and power of the Commission to sim- 
plify holding company systems is 
limited by the proviso that the Com- 
mission shall permit a holding com- 
pany to continue to control “one of 
more additional integrated public util- 
ity systems” if the Commission finds 
that the additional systems conform 
to the terms of paragraphs (A), (B), 
and (C) of the section. Moreover, 
the Commission is directed, when de- 
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termining whether other businesses 
are reasonably incidental or econom- 
ically necessary or appropriate to the 
operation of the system, to permit 
“the retention of an interest in any 
business (other than the business of a 
public utility company as_ such)* 
which the Commission shall find 
necessary Or appropriate in the pub- 
lic interest or for the protection of in- 
vestors Or consumers, and not detri- 
mental to the proper functioning of 
such system or systems.” 

It is the interpretation which the 
Commission has placed upon these 
limitations upon its power that is the 
subject of dispute, particularly the 
meaning attributed by the Commis- 
sion to paragraph (B) relating to the 
location of. additional systems per- 
mitted by the act, and the meaning 
attributed by the Commission to the 
final sentence of the section relating to 
the retention in a system of businesses 
other than the business of a public 
utility company. For example, the 
Commission held that if Engineers 
chose to retain Virginia as its principal 
integrated system, it could not also 
retain Gulf States because the Gulf 
States properties are not in Virginia 
or in states adjoining thereto; and 
that Virginia could not retain the 
street railway and bus transportation 
businesses in Virginia and adjoining 
states because they were not func- 
tionally related to its electric utility 
business. 


Additional Integrated Public Utility 
Systems 


[1] It is clear that the Commission 





_*The term “public-utility company” as used 
in the act — an electric ee comeny 
or a gas utility company, 2(a)(5), 1 
USCA § 79b(a) (5). 


must permit a holding company to 
continue to control one or more inte- 
grated public utility systems in addi- 
tion to its principal system, if the 
Commission finds that the additional 
systems conform to the standards of 
economy of operation, geographical 
locality and size, set out in paragraphs 
(A), (B), and (C) of the section 
substantially as follows: (A) Each 
additional system cannot be operated 
independently without the loss of sub- 
stantial economies; (B) all of such 
additional systems are located in one 
state, or in adjoining states, or in a 
contiguous foreign country; and (C) 
the continued combination of such 
systems under one control is not so 
large as to impair the advantages of 
localized management, efficient opera- 

tion, or effectiveness of regulation. 
The Commission considered this 
matter in connection with its order of 
July 23, 1941, 40 PUR(NS) 1, and 
stated in its opinion at that time that 
the dominant question was the proper 
interpretation of the geographical re- 
quirements of paragraph (B). Con- 
sequently, consideration was limited to 
this paragraph without receiving ev- 
idence as to the bearing of paragraphs 
(A) and (C) upon the business and 
properties of Engineers which do not 
lie in the same state as the principal 
system or in states adjoining thereto. 
The Commission reached the conclu- 
sion that paragraph (B) should be in- 
terpreted to mean that the additional 
systems must not only be located in 
one state, or in adjoining states or in 
a contiguous foreign country, but also 
in the same state with the principal 
system, or in a contiguous foreign 
country. In other words, the Com- 
mission gave paragraph (B) the same 
51 PUR(NS) 
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meaning as if it read: “All of such 
additional systems are located in the 
same state as the principal system or 
in adjoining states or in a contiguous 
foreign country”; or, as the Commis- 
sion itself said, paragraph (B) should 
be construed as if it read: ‘“(B) All 
of such additional systems are located 
in a state in which the single inte- 
grated public utility system operates, 
or in states adjoining such a state, or 
in a foreign country contiguous there- 
to.” 

It is contended by the holding com- 
pany that the text of the statute does 
not support this exegesis because the 
provision is that all the additional sys- 
tems shall be located in one state, and 
not that all the systems, principal and 
additional, shall be located in one 
state or the same states ; and it is sug- 
gested that the incongruities that 
would result from the association of 


systems far removed from one an- 
other under the two area interpreta- 
tion would be obviated by applying 
standards (A) and (C) which pre- 
clude the retention of additional sys- 


tems unless the Commission itself 
finds that they are needed to effectuate 
substantial economies and are not so 
large as to impair the advantages of 
localized management, efficient opera- 
tion or the effectiveness of regulation. 

The one area interpretation adopt- 
ed by the Commission depends upon 
the legislative history of the act and 
the general purposes therein ex- 
pressed. The bill originally passed by 
the Senate required the complete elim- 
ination of a holding company unless 
it could be continued as a first degree 
holding company, and unless the Fed- 
eral Power Commission should issue 
a certificate that continuance was 
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necessary for the operations of a geo. 
graphical and economically integrated 
public utility system serving an 
economic region in a single state or 
extending into two or more contiguous 
states, or into a contiguous foreign 
country. The House modified this 
provision and substituted a direction 
that the Securities and Exchange 
Commission should require each hold- 
ing company and its subsidiaries to 
limit their operations to a single in- 
tegrated public utility system; except 
that if the Commission should find 
that it is not necessary in the public 
interest to so limit the operations of 
the holding company system, the or- 
der of the Commission should require 
the company to take only such action 
as the Commission should find neces- 
sary to limit the operations to such 
number of integrated public utility 
systems as might be consistent with 
the public interest. The basic diver- 
gence between the two bills was that 
the Senate bill limited the retainable 
systems to those serving a single 
economic region while the House per- 
mitted the retention of as many sys- 
tems, regardless of location, as the 
Commission might find to be consist- 
ent with the public interest. The 
present act was worked out as a con- 
promise by conferees who pointed out 
that it was. less rigid than the Senate 
bill and less flexible than that of the 
House. The Conference Report (H. 
R. Rep. No. 1903, 74th Cong. 1st Ses- 
sion, pp. 70-76) contained the fol- 
lowing paragraph which, in the Con- 
mission’s view, sustains its argument: 

“The substitute, therefore, makes 
provision to.meet the situation where 
a holding company can show a real 
economic need on the part of addi- 
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tional integrated systems for per- 
mitting the holding company to keep 
these additional systems under local- 
ied management with a principal in- 
tegrated system. Under such circum- 
stances the Commission is directed to 
permit the holding company to retain 
control of such additional systems, 
even though not physically integrated 
with the .principal system, provided 
all such integrated systems are located 
in the same state or states, or in ad- 
joining states or a contiguous foreign 
country.” 

The Commission also relies upon 
the comments of certain representa- 
tives in Congress during the passage 
of the bill upon the effect of the Con- 
ference Report; and more particular- 
ly upon an address in the Senate by 
Senator Wheeler, one of the con- 
ferees, immediately after the passage 
of the act in its present form and be- 
fore its approval by the President in 
which the Senator, commenting upon 
paragraphs (A), (B), and (C), in- 
terpreted paragraph (B), to mean 
that the additional systems must be 
in the same region as the principal 
system. 79 Cong. Rec. 14166-14167, 
14168, 14479, 

The matter is not free from doubt 
but in our view the interpretation of 
the Commission is correct. The 
quoted passage from the Conference 
Report speaks in sequence of “addi- 
tional integrated systems,” “these ad- 
ditional systems,” “a principal inte- 
grated system,” “such additional sys- 
tems,” and concludes with the proviso 
that “all such integrated systems are 
located in the same state or states, or 
in adjoining states.” This final 
clause is broad enough to include both 
the previously mentioned “principal 


integrated system” and also the “ad- 
ditional systems,” and it is a weighty 


circumstance that this meaning was 


publicly attributed to paragraph (B) 
in the Senate by one of the conferees 
before the present controversy had 
arisen. 

Persuasive also are the irrational 
and incongruous consequences that 
would flow from the 2-area inter- 
pretation as may be illustrated by its 
application to the properties in the 
Engineers’ system. It would be pos- 
sible for the holding company to re- 
tain widely separated and totally unre- 
lated properties under one control, as 
by selecting Virginia Electric & Pow- 
er Company, located in Virginia and 
North Carolina, as the principal single 
integrated system, and associating 
therewith as additional integrated sys- 
tems Gulf States and El Paso, located 
in Louisiana, Texas, and New Mex- 
ico, notwithstanding the entire ab- 
sence of operational relationship or 
normal common interests between 
them. And, if this choice were made, 
Virginia could not retain control of 
the Virginia gas system or of any 
other system located in Virginia or 
its adjoining states because these 
states do not adjoin Louisiana and 
Texas or New Mexico. It is true that 
the one area interpretation seems also 
to lead to certain inequalities since it 
restricts the permissible area covered 
by a principal and additional systems 
more severely when the principal sys- 
tem is located in a state, such as 
Maine, which has few adjoining 
states than it does in a state like Mis- 
souri to which eight states are con- 
tiguous. But, it must be remembered 
that in the latter situation all the ad- 
ditional systems submitted for reten- 
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tion, which in theory might be very 
numerous, would be retainable in ac- 
tual practice only if it could be shown 
to the satisfaction of the Commission 
that they also comply with standards 
(A) and (B). This condition actual- 
ly confronted Engineers in the pend- 
ing case when it was held that it 
could not retain control of Savannah 
Electric & Power Company of 
Georgia as an additional system to 
Virginia Electric & Power Company, 
located in the adjoining states of Vir- 
ginia and North Carolina, because it 
was not shown that Savannah could 
not be operated independently without 
substantial loss of economies as re- 
quired by paragraph (A). 

It is clear from paragraphs (A) 
and (C) that Congress deemed it de- 
sirable and wise to prohibit combina- 
tions of systems that produce no 
economy of operation, or are so large 
as to impair the advantages of local 
management, efficient operation and 
effectiveness of regulation. The same 
idea is found in more general terms in 
various portions of § 1 of the act, 15 
USCA § 79a, which declares, among 
other things, that all provisions of the 
act shall be interpreted so as to meet 
the problems and eliminate certain 
enumerated evils connected with pub- 
lic utility holding companies, among 
which are those which result from 
the growth and extension of holding 
companies which bear no relation to 
economy of management and opera- 
tion or the integration of related 
operating properties. § 1 (b) (4); 
§ 1 (c). Obviously the act was de- 
signed to eliminate the difficulties and 
complexities that attend the investor, 
the consumer and the state authorities 
when dealing with subsidiary public 
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utility companies in different states; 
§ 1 (b) (1) (3) (5); and these pro. 
visions in themselves, as well as the 
Congressional debates, show beyond 
question that among the prime pur- 
poses in view was the reduction in 
size and complexity of holding com- 
pany system. It follows that the or- 
der of September 16, 1942, 46 PUR 
(NS) 68, should be sustained in so 
far as it requires Engineers, assuming 
Virginia to be the principal system, to 
divest itself of such additional systems 
as Gulf States and El Paso, which are 
not located in the state of Virginia or 
states adjoining thereto. 


Savannah Electric & Power Company 
As an Additional System 


There are, however, other systems 
which satisfy the one area interpreta- 
tion of paragraph (B) as additional 
systems, if Virginia be considered the 
principal system, because they are lo- 
cated in the state of Virginia or in 
adjoining states. Thus, Savannah 
Electric & Power Company qualifies 
under paragraph (B) because it is 
located in Georgia, and Virginia Elec- 
tric and Power Company is located in 
Virginia and in North Carolina, that 
adjoins Georgia... But, Savannah 
serves only the city of Savannah and 
its suburbs, which are surrounded by 
a marshy uninhabited area and its 
electric system is located 315 miles 
distant from the electric system of 
Virginia at the closest point and 550 
miles distant at the farthest point, 
and there is no operational relation- 
ship between them. Hence the Con- 
mission found that Savannah did not 
comply with the standard of substan- 
tial economy set up by paragraph 
(A), or the standard of size in respect 
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to the advantages of localized man- 
agement and efficient operation set up 
by paragraph (C); and no complaint 
of these determinations is made by 
Engineers in the presentation of its 
petition for review. 


Virginia Gas System As an Addi- 
tional System 


[2] Objection is made, however, to 
the ruling of the Commission that 
Virginia divest itself of its gas sys- 
tem (held by the Commission to be an 
integrated public utility system under 
§ 2(a)(29)(B)), because it is not 
shown that its severance would result 
in the loss of substantial economies, as 
required by paragraph (A) of § 11 
(b)(1). The gas system serves an 
area of 35 square miles in Norfolk 
and its environs, and has been operat- 
ed in combination with Virginia Elec- 
tric properties under joint control 
since 1900. Engineers acquired the 
properties in 1925. The combination 
consists of a gas property of the book 
value of approximately $6,000,000, 
with electric properties of the book 
value of approximately $68,000,000. 
The gross revenues are approximately 
$1,000,000 and $15,000,000 respec- 
tively. Long operation under single 
ownership has resulted in certain 
economies in the joint use of person- 
nel and property. There are 387 em- 
ployees who work for the gas and 
other businesses in the combination, 
and property valued at $2,178,013, in- 
cluding office buildings, equipment, 
store rooms, automobiles and trucks is 
jointly used. Interdepartmental ac- 
tivities include the sale of gas and 
electricity, free transportation of em- 
ployees, and free advertising in street 
cars and busses. 


The economies which would be lost 
by severance are in two classes: (1) 
actual expenses now allocated to the 
gas property which would have to be 
paid by the electric properties even 
after separation; and (2) increased 
cost of operations of the gas proper- 
ties as an independent business. The 
economies in the first class are chiefly 
caused by the joint use of personnel 
and property and amount to $55,969 
annually; and this figure is not ques- 
tioned by the Commission. The 
economies in the second class which 
would be lost by separation were ar- 
rived at by comparing the present 
costs of operation allocated to the gas 
properties with the estimated cost of 
an independent gas system. This 
estimate was prepared by executives 
of Virginia and no countervailing evi- 
dence was offered. The estimate of 
increased expenses was $71,522 an- 
nually as to which the Commission 
said that the record would not sustain 
the finding of more than one-half the 
amount. This would be equivalent 
to an increase of 4.6 per cent in the 
1940 gas operating expenses and a de- 
crease of 13.3 per cent in the gross 
gas income, and 29.8 per cent in the 
gas income available for dividends in 
that year. 

The Commission concluded that this 
loss of economies was not “substan- 
tial” within the meaning of paragraph 
(A). It said that the act does not 
permit a retention of additional sys- 
tems “unless there is clear and con- 
vincing evidence of a loss of econ- 
omies which would seriously impair 
the effective operations of the sys- 
tems involved.”’ It also adverted to 
the possibility that the increased cost 
of a separate staff for the gas proper- 
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ties might be offset by increased in- 
come resulting from the activities of 
full-time employees completely local 
to the interests of the gas business as 
distinguished from the competing 
electric business. 


Majority Opinion on Retention of 
Virgima Gas System As an 
Additional System 


Coming now to the exact situation 
before us, we must determine whether 
or not the facts as they were revealed 
at the hearing give reasonable support 
to the Commission’s conclusion that 
“substantial economies” would not be 
saved to “Virginia Gas” by reason of 
“Virginia Electric’s’” continued con- 
trol of the former. 


“Substantial economies,’ means 


something different and, we think, 
aomething more than substantial sav- 
ings in operational expenses. 


Con- 
gress could have said that the divorce- 
tment shall not be decreed if the con- 
trolling utility or the controlled utility 
show at a hearing that the cost to 
operate the latter separately from the 
former would be substantially greater. 
If the act can be construed as mean- 
ing just that, then the severance or- 
dered here is wrong. “Substantial 
economies” must mean, as was said 
in North American Co. v. Securities 
and Exchange Commission (1943) 
133 F(2d) 148, 152, 47 PUR(NS) 
6, “important economies.” The re- 
quired importance must relate to the 
healthful continuing business and 
service of the freed utility. But Con- 
gress was not so much concerned 
with the profit motive of utilities 
as with the evils that had become prev- 
alent through combinations of utili- 
ties. It was first concerned with the 
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wiping out of the evils which the prac- 
tice of utility combinations had pro- 
duced, and Congress only consented 
to dull the blade of its chosen weapon 
in proved hard cases. 

It seems clear that the Commission 
understood its duty when it required 
a clear and convincing showing that 
the operational savings through com- 
bination would be sufficient to support 
a finding that such single item of say- 
ing would constitute an over-all sub- 
stantial economy. In the circumstan- 
ces of this case such a finding would 
have to be based upon the premise 
that the utility when freed from its 
controller would go forward upon its 
own bottom as an independent medium 
for the serving of a commodity in 
general demand without change in 
policy, serving practically in the same 
way, making practically the same 
gains, suffering practically the same 
losses. Here is a broad field, as it 
seems to us, that was within the area 
of the required showing by the peti- 
tioner. It would be rash to assume 
that so important an event as the 
freedom of a corporation from the 
ownership and control of another cor- 
poration engaged in a-business to some 
extent intercompetitive, would not af- 
fect the business in anywise. 

The evidence produced at the hear- 
ing by the petitioners went in its prac- 
tical entirety to the operational ex- 
penses of “Virginia Gas” under 
“Virginia Electric’s” control and as 
they would be after separation of 
these two utilities. This, no doubt, 
was proper evidence but was not con- 
clusive of the issue. 

It is our belief that the Commis- 
sion could not legally “permit” the 
continued control of “Virginia Gas” 


76 





ENGINEERS PUB. SERVICE CO. v. SECURITIES EXCH. COM. 


by “Virginia Electric” unless it could 
be found from the evidence adduced 
at the hearing: 

(a) That there would be a continu- 
ing substantial strength, enjoyed by 
the controlled company which it would 
not have under its own control. 

(b) That there would be in the sit- 
uation no reasonable expectation that a 
compensating strength would not be 
enjoyed by reason of its own control. 

(c) That such continuing strength 
would not entail a sacrifice upon the 
part of the controlling utility. 

In short, we are of the opinion that 
the mere showing of a material sav- 
ing in operational expense (which, to 
some extent at least, would normally 
be expected) does not necessarily show 
the over-all situation. This single item 
may or may not indicate a net economy 
of any figure. In the circumstances 
we cannot hold as error the Commis- 
sion’s finding that the divestment of 
“Virginia Gas” from “Virginia Elec- 
tric’? would cause a substantial loss 
to “Virginia Gas.” 


Minority Opinion on Retention of 
Virgima Gas System As an 
Additional System 


The majority opinion on this sub- 
ject does not seem to give sufficient 
effect to the obvious intent of Con- 
gress to protect an established associa- 
tion of public utility systems under 
common control when it is found to 
satisfy the standards of substantial 
economy, restricted geographic loca- 
tion and moderate size described in 
paragraphs A, B, and C respectively 
of § 11(b)(1). It is the opinion 
of the writer that the Commission 
is directed by the statute to give as 
much weight to these paragraphs as 


to the provisions of the section im- 
mediately preceding, which require 
the limitation of the holding company 
system to a single integrated system 
with certain additions. This conclu- 
sion is reasonable because the evils 
which the statute was designed to 
eradicate do not prevail under the con- 
ditions described in the lettered para- 
graphs; and it is certain, as the legis- 
lative history shows, that the act would 
not have received the approval of 
Congress if it had not contained the 
provisions which prohibit the unnec- 
essary disturbance of existing condi- 
tions. 

If the terms of paragraph (A) are 
given normal meaning and weight, it 
is hard to understand why substantial 
savings in operational expenses do 
not amount to the “substantial econ- 
omies” upon which the application 
of the paragraph depends. The find- 
ings of fact by the Commission are 
of course conclusive, if supported by 
substantial evidence, § 24; but in this 
instance the evidence is undisputed and 
it remains only to decide whether a 
loss of substantial economies would 
result from a severance of the two 
systems. It is putting it too strongly 
to say, as the Commission did, that 
there must be clear and convincing 
evidence of loss of economies which 
would seriously impair the efficiency 
of the systems. The act does not re- 
quire more than a preponderance of 
evidence to support such a finding; 
nor does it require that the economies 
must be so great that their loss would 
seriously impair the system. Such a 
loss would not be merely substantial ; 
it would be destructive. 

A loss of substantial economies oc- 
curs if they are so large that ex- 
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perienced men of affairs would regard 
them as substantial and if possible, 
take steps to eliminate them. An an- 
nual loss of $91,730, that is $55,969 
plus one-half of $71,522, even in a 
business as large as that of Virginia 
Electric & Power Company, would 
meet this test and the unnecessary 
toleration of such a loss by manage- 
ment would subject it to justifiable 
criticism by investors and by state au- 
thorities charged with the duty to 
protect consumers from unnecessary 
expense. The intent to protect in- 
vestors and consumers is shown by the 
concluding sentence of § 11(b)(1), 
and it is evident that Congress had 
the same idea in mind in its reference 
to substantial economies in paragraph 
(A) as it did in the last sentence 
when it directed the Commission, un- 
der certain circumstances, to permit 
the retention of other businesses as 
economically necessary or appropriate 
to the operations of an integrated sys- 
tem if found necessary or appropriate 
for the protection of investors or con- 
sumers. 

The conjecture of the Commission 
that compensating advantages might 
result from separate management adds 
no weight to the findings, for the 
sufficient reason that it is entirely 
without support in the evidence. No 
one in the present case questions the 
efficiency of the present joint opera- 
tions. 

It is worthwhile to add that the 
savings from joint operations men- 
tioned above is the minimum figure 
accepted by the Commission. In ad- 
dition, there were other estimated 
losses based upon the judgment of 
men of experience that relate to con- 
sumers’ accounting and collection, 
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sales promotion expense and adminis. 
trative and general expense. The 
Commission did not deny the existence 
of additional savings in these cate. 
gories but said that the estimates were 
excessive and therefore rejected them 
without finding the correct figures. 
The conclusion of the writer is that 
there was no substantial evidence to 
warrant the finding that there would 
be no loss of substantial economies in 
the separation of the gas from the 
electric utility system of Virginia, and 
that the order of the Commission in 
this respect should not be sustained. 


Gulf States Gas System As an 
Additional System 


Similarly, the Commission made 
the ruling, said by it to be advisory, 
that the Gulf gas properties could not 
be retained as an additional system to 
Gulf States as the principal system of 
Engineers. Conformity with stand- 
ards (B) and (C) was conceded but 
it was held that the gas system did 
not conform to standard (A) relat- 
ing to the loss of substantial econ- 
omies from independent operations. 
Gulf States gas system owns facilities 
for the distribution-and sale of nat- 
ural gas in Baton Rouge and its sur- 
roundings. Gulf States acquired the 
properties by merging with the Baton 
Rouge Electric Company in 1938 
which owned gas, electric, and trans- 
portation properties that had_ been 
operated under a single management 
since 1900. The evidence indicated 
that the savings from the joint use of 
personnel and property amounted an- 
nually to $52,450 and that the addi- 
tional cost of operating as an inde- 
pendent gas company would be $42,- 
024. Of the latter sum the Commis- 
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sion held that $25,000 had been 
proved, so that the undisputed ev- 
idence showed that the separation of 
the systems would result in an annual 
loss of at least $77,000. In 1940 the 
gross receipts from the gas business 
were approximately $720,000 and the 
property account on the books was 
$1,675,000 as compared with approx- 
imately $10,840,000 and $57,770,000 
respectively for the Gulf States. In 
the opinion of the writer the admitted 
facts establish the retainability of the 
Gulf gas system as an additional sys- 
tem, if Gulf States is chosen as the 
principal system. 


Other Business Clauses of § 11(b) (1) 


[3] An integrated public utility 
system such as Engineers not infre- 
quently includes important subsidiary 
corporations which are not electric 
utility or gas utility companies and 
therefore are not, in the statutory 
sense, public utility companies which 
under certain circumstances may be 
retained as additional systems. These 
other businesses, however, may also 
be retained if the Commission finds 
that they conform with the other busi- 
ness clauses of § 11 (b) (1). The 
Commission has given a restrictive in- 
terpretation to these clauses and so 
applied them to the Engineers’ system 
as to give rise to controversial ques- 
tions which we now consider. 

Each holding company is required 
by § 11 (b) (1) to take such action 
as the Commission shall find neces- 
sary to limit the operations of the 
system “to a single integrated public 
utility system and to such other busi- 
nesses as are reasonably incidental, or 
economically necessary or appropriate 
to the operations of such integrated 


public utility system.” The section 
then contains the proviso that permits 
additional integrated public utility sys- 
tems if they conform to the standards 
in paragraphs (A), (B), and (C) 
which we have discussed. After this 
proviso comes the following para- 
graph which is descriptive of the other 
businesses that the holding company 
may retain: 

“The Commission may permit as 
reasonably incidental, or economically 
necessary or appropriate to the opera- 
tions of one or more integrated pub- 
lic utility systems the retention of an 
interest in any business (other than 
the business of a public utility com- 
pany as such) which the Commission 
shall find necessary or appropriate in 
the public interest or for the protec- 
tion of investors or consumers and 
not detrimental to the proper func- 
tioning of such system or systems.” 

In the earlier case of Re The United 
Gas Improv. Co. 9 SEC 52, decided 
April 15, 1941, the Commission held 
that these two clauses must be read 
together, saying: (p. 73.) 

“We must conclude that the two 
clauses in § 11 (b) (1) which refer to 
the retention of other businesses, when 
taken together, mean that the Com- 
mission must permit the retention of 
other businesses, including invest- 
ment interests in utilities not sub- 
sidiaries, which are found to be rea- 
sonably incidental or economically 
necessary or appropriate to the opera- 
tions of an integrated public utility 
system retainable under the control 
of the holding company, and that as 
to both investments in nonutilities 
and interests in nonutilities sufficient 
to create the statutory parent-subsid- 
iary relationship, these standards 
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may be met if the retention of the in- 
vestments or other interests is found 
to be necessary or appropriate in the 
public interest or for the protection 
of investors or consumers and not 
detrimental to the proper functioning 
of such system or systems.” (Italics 
supplied. ) 

If the phraseology of the conclud- 
ing clauses of the section is given its 
ordinary meaning, it would seem that 
any business—other than that of a 
statutory public utility company—is 
retainable in the principal system if 
the Commission finds it “necessary or 
appropriate in the public interest or 
for the protection of investors or con- 
sumers and not detrimental to the 
proper functioning of such systems” ; 
in other words, if the business is not 
detrimental to the system, retention 
must be permitted if it serves the in- 
terest of the public or of the investors 
or of the consumers—any one of the 
three. But, in the pending case and 
in the case of Re The North Ameri- 
can Co. (1942) 11 SEC ——, 43 
PUR(NS) 257 (affirmed North 
American Co. v. Securities and Ex- 
change Commission (1943) 133 F 
(2d) 148, 152, 47 PUR(NS) 6), the 
Commission has refused to accept 
these concluding words as a gloss 
completely explanatory of the prior 
phrase which directs the retention of 
“such other businesses as are reason- 
ably incidental or economically neces- 
sary or appropriate to the operations 
of such integrated public utility sys- 
tems.” In its opinion in the pending 
case, 46 PUR(NS) 68, 75, the Com- 
mission said : 

Mg But these provisions do 
not contain isolated standards. They 
are a closely knit part of a statute 
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which has a clearly expressed policy, 
and they appear in a section of that 
statute which is designed to limit the 
operations of a holding company sys- 
tem to a single integrated public util- 
ity system and to reasonably inci- 
dental or economically necessary or 
appropriate nonutility businesses. In 
applying the statute, therefore, it 
must be remembered that the phrases 
‘public interest,’ ‘protection of in- 
vestors or consumers, and ‘detri- 
mental to the proper functioning of 
such system’ not only illuminate the 
meaning of ‘reasonably incidental or 
economically necessary or appropriate’ 
but themselves derive content from 
their context in the section and the 
statute. 

“Moreover, Congress did not say 
that ‘the Commission shall permit the 
retention of a business which it finds 
to be necessary or appropriate in the 
public interest or for the protection of 
investors or consumers and not detri- 
mental to the proper functioning of 
such system or systems.’ Rather it 
instructed us to examine these factors 
in determining whether a business is 
retainable as reasonably incidental or 
economically necessary or appropriate 
to the operations of an integrated util- 
ity system. 

“The question before us, therefore, 
are not merely, as respondents sug- 
gest: Is the retention of this busi- 
ness appropriate for the protection of 
investors? or Is the retention of this 
business appropriate in the public in- 
terest? or Is the retention of this busi- 
ness detrimental to the proper func- 
tioning of an integrated utility sys- 
tem? Rather, our fundamental in- 
quiry is: Having in mind the protec- 
tion of investors, the public interest 
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and the proper functioning of an in- 
tegrated utility system, is the reten- 
tion of a particular nonutility business 
reasonably incidental or economically 
necessary OF appropriate to the opera- 
tions of a retainable utility system? 
The questions suggested by respond- 
ents are thus relevant in attempting to 
resolve the ultimate issue but they 
do not exhaust the scope of our in- 
quiry.” 

In fine, the Commission reverts to 
the prior phrase and holds that it must 
deny retention of any “other busi- 
ness” unless it is incidental or neces- 
sary OF appropriate to the operations 
of the principal system, i.e., unless 
there is a functional relationship be- 
tween the operation of the business 
and the operation of the principal sys- 
tem. For example, the Commission 
rules that a street railway and bus 
transportation business is not retain- 
able as an “other business” by Vir- 
ginia Electric & Power Company, but 
an ice business is retainable, because 
the transportation business is not 
functionally related to the operation 
of the public utility system but the ice 
business is so related since it serves to 
heat a service building of the electric 
company in the winter and cool it in 
the summer.* 

It seems clear to us that Congress 
did not contemplate this result, but 
intended, on the contrary, to forbid 
the divestment of other businesses, 
not detrimental to the functioning of 


the principal system, if retention will 
serve the interests of the general pub- 
lic or the interests of investors or con- 
sumers, irrespective of the functional 
relationship between these businesses 
and the principal system. The pur- 
pose to eliminate the evils of holding 
company systems is expressed in the 
act in unmistakable terms, but in the 
provisions of the compromise meas- 
ure, worked out in the legislative 
process, it also clearly appears that 
Congress realized that it was dealing 
with existing corporate structures 
that had been operated under common 
control for a long time and could not 
be cut down to a single ideal system 
in every case without disastrous con- 
sequences to public and individual in- 
terests. The purpose to protect these 
interests is made abundantly clear by 
an examination of the legislative his- 
tory of the act. 

When the Senate Bill (S. 2796) 
was reported favorably to the body, 
it embodied a requirement appended to 
§ 11 (b) (1) that holding companies 
retain only “such business as is rea- 
sonably incidental or economically 
necessary or appropriate to the opera- 
tion of such system,” that is, sub- 
stantially the same language as is now 
contained in the first “other business” 
clause of the section. During the de- 
bate an amendment was offered by 
Senators Minton and Johnson in or- 
der to enable an electric public utility 
system to retain a water utility com- 





* The concluding “other business” clause in 
§11(b) (1) begins with the words “The Com- 
mission may permit, &c.;” which seemingly 
indicate a permissive authority rather than a 
mandatory duty. The word “may” however, 
was given the meaning of “must” by the Com- 
mission in its decision in the case of United 
Gas Improvement Company, supra; and this 
interpretation is not seriously challenged by 
the Commission in its present decision which 


[6] 


introduces the theory of functional relation- 
ship. If the act is interpreted as giving the 
Commission a broad discretion to forbid the 
retention of other businesses that are not detri- 
mental to the functioning of the system, and 
are necessary or appropriate to the interest 
of the public or of investors or of consumers, 
doubtful questions of constitutionality may 
arise. 
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pany or a business consisting solely 
of owning and operating farm lands 
for experimental work in agriculture. 
When the bill came before the House 
it was liberalized by the insertion of a 
clause in general terms which pro- 
hibited the Commission from direct- 
ing the divestment of any business un- 
less the Commission should find that 
retention was inconsistent with the 
public interest. The Conference 
Committee substituted the language 
now found in the second “other busi- 
ness” sentences at the end of § 11 (b) 
(1), and this was accepted as satis- 
factory by the Senate (as well as the 
House) without comment or objec- 
tion. Obviously the language was re- 
garded as broad enough to permit the 
retention of such other businesses as 
Senators Minton and Johnson had in 
mind when they offered their amend- 
ment. 

Moreover, the other business clauses 
of § 11 (b) (1) were given this in- 
terpretation by the Commission in Re 
American Water Works & Electric 
Co. 2 SEC 972, 983, decided Decem- 
ber 30, 1937, wherein a holding com- 
pany which controlled electric utility 
companies and gas utility companies 
was permitted to retain other busi- 
nesses, such as waterworks, coal, ap- 
pliance sales, electric railway and bus 
transportation and bridges. The 
operations of the company extended 
over an area 300 miles square in Penn- 
sylvania, West Virginia, Ohio, Mary- 
land, and Virginia. The assets 
amounted to $385,000,000 and the 
annual earnings to $52,000,000. 
There was evidence of economies 
from the joint use of personnel and 
facilities and retention of the other 
businesses was permitted although 
51 PUR(NS) 


there was no functional relationship 
between them and the other com. 
panies in the system. 

The general purposes of the act will 
not be frustrated by this interpreta. 
tion. The Commission has the power 
and duty to determine whether the in- 
terests of the public or of investors or 
of consumers will be served by the te. 
tention of other businesses, and even 
if it so finds, it must nevertheless re- 
quire the severance of the other busi- 
nesses from the system if it further 
finds that the combination is detri- 
mental to the proper functioning of 
the system. If all of these findings 
are favorable to the continuance of 
the combination, the practical advan- 
tages shown by experience to flow 
from joint operation may still be en- 
joyed. 


Retention of Virginia Transportation 
Business under the Other Busi- 
ness Clauses 


The application of the Commis- 
sion’s interpretation of the other busi- 
ness clauses of § 11 (b) (1) is shown 
by the provisions of the order which 
require Virginia Electric & Power 
Company, as the principal system to 
be retained, to divest itself of control 
of its transportation system, consist- 
ing of street railway and bus service 
in Richmond and Norfolk, bus serv- 
ice in Portsmouth and Petersburg, 
and interurban bus service between 
Richmond and Petersburg. These 
activities constitute practically the 
whole transportation services in these 
communities. In 1940 the investment 
was approximately $13,500,000 and 
the gross operating revenues were ap- 
proximately $5,000,000. The Con- 
mission’s order was -based for the 
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most part upon the lack of functional 
relationship between the transporta- 
tion and the electric utility business 
in accordance with the theory de- 
veloped in the quoted passage from its 
opinion. Moreover, this theory great- 
ly influenced the Commission’s find- 
ings of fact in respect to the retain- 
ability of other businesses associated 
with public utility system in this case, 
as will appear from the following ex- 
erpt from its opinion: (46 PUR 
(NS) at p. 77). 

“The existence on the one hand of 
along historical association, .or on the 
other hand of joint personnel and 
facilities or net returns is perfectly 
compatible with a combination whose 
components are not even remotely in- 
cidental, or economically necessary or 
appropriate, although owned and 


operated under common control.” 


Again the Commission said, quot- 
ing from its opinion in the case of Re 
The North American Co.. (1942) 43 
PUR(NS) 257, 281: 

“By the same token, the ‘substan- 
tiality and stability of income’ afford- 
ed by nonutility interests is not, in and 
of itself, a factor warranting their 
retention in a public utility holding 
company system. Substantial and 
stable income might be afforded by 
businesses having no imaginable rela- 
tionship to the economy of manage- 
ment and operation of integrated pub- 
lic utility systems. If the ‘other busi- 
ness’ clauses of § 11 (b) (1) are not 
to be removed from their statutory 
context, and if we-are to give full 
weight to the express standards and 
the policy of the act, we cannot find 
that any business is ‘reasonably inci- 
dental, or economically necessary or 
appropriate’ to the operations of an 


integrated public utility system or is 
‘not detrimental to the proper func- 
tioning’ of such a system merely be- 
cause it is profitable. 

“The same considerations apply to 
economies resulting from joint use of 
personnel. Unless the  nonutility 
business is such that resulting econ- 
omies are economies in the operation 
of an integrated utility system or sys- 
tems, the mere showing of economies 
is of little weight in determining 
whether the nonutility business may 
be retained.” 

It was from this point of view that 
the Commission weighed the evidence 
with respect to the relation of Vir- 
ginia’s transportation business to its 
electric utility business and the effect 
of their severance upon consumers, 
investors, and the general public. The 
evidence tended to show the following 
facts: The union of the transporta- 
tion and electric businesses was a his- 
torical outgrowth which began in 
1909 with the incorporation of Vir- 
ginia as a railway company with the 
incidental statutory power to engage 
in electrical utility operations. From 
1909 to 1922 the transportation busi- 
ness was the predominant factor but 
gradually the importance of the elec- 
tric utility operations increased until 
in 1922 they exceeded the transporta- 
tion operations. Since 1922 the trans- 
portation revenues have remained al- 
most stationary while the electric 
revenues have grown until in 1940 
they had become about 75 per cent of 
the whole. 

The joint operation of the busi- 
nesses has been conducted with the 
permission of the state of Virginia 
and has been efficient and advanta- 
geous to consumers. There has been 
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jont use throughout of personnel and 
property; 13.8 per cent of the trans- 
portation employees also perform 
services for the electric department 
and a total of 305 employees ranging 
from executives to minor employees 
render service to both systems. Joint 
use is made of property of the value 
of $2,750,000 which includes office 
buildings, storage facilities, automo- 
tive equipment, poles, manholes, rights 
of way, etc. The transportation sys- 
tem derives all of its electric energy 
(at a cost in 1940 of $218,000) from 
the electric department which has pro- 
vided special facilities for that pur- 
pose. The transportation department 
furnished free transportation to elec- 
tric employees to the extent of $108,- 
000 in 1940. 

The trolley service has gradually 
declined and the bus service has grad- 
ually grown until it is now slightly 
over 50 per cent of the whole. The 
railway system in 1940 received gross 
operating revenues of $2,447,000 but 
a net operating deficit of $43,000. 
The bus properties received gross 
operating revenues of $2,580,000 and 
net operating revenues of $151,000 so 
that the gross income (after deprecia- 
tion) from the transportation depart- 
ment was $106,000. The net income 
in 1940 was $24,800. For years the 
transportation operations as a whole 
have produced a regular but small an- 
nual net profit. Studies offered by 
accountants indicated economies from 
joint operation amounting to $249,- 
000 a year, of which $108,000 was 
credited to free transportation allowed 
electric employees. The Commission 
doubted whether a saving was actual- 
ly made through the free transporta- 
tion service. 
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There was also evidence tending to 
show that a divorcement of the trans- 
portation business would involve q 
considerable loss to the Virginia sys- 
tem since the realizable figure would 
necessarily be small and the salvage of 
capital investment which Virginia js 
now making on its operations through 
the allowance of annual depreciation 
would be lost. 

From this outline it appears that 
substantial evidence was presented 
from which the Commission might 
have found that the retention of the 
transportation business was necessary 
in the public interest or for the pro- 
tection of investors or consumers, or 
if not necessary, at least appropriate 
for these purposes in the ordinary ac- 
ceptation of these terms; but in the 
absence of functional relationship be- 
tween the transportation business and 
the electric system, no such finding 
could be made under the Commission’s 
interpretation of the act. Moreover, 
the Commission gave as an additional 
reason for ordering the divestment of 
the transportation business that the 
coexistence of the properties under 
one ownership had been detrimental 
to the proper functioning of the elec- 
tric system and adverse to the inter- 
ests of consumers and investors be- 
cause much of the property had been 
carried in the electric plant account 
and insufficient charges against the 
transportation business for eletrical 
energy and other facilities furnished 
by the electric system had been made. 
There was evidence that the account- 
ing methods of the system had been 
incorrect in some respects; but during 
the course of the hearing it was shown 
that the accounting system was under 
examination by competent account- 
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ants who had made recommendations 
as to the allocation of joint expenses 
and interdepartmental services which 
would correctly reflect these opera- 
tions. The accounts for the opera- 
tions in the year 1940 were adjusted 
to meet these recommendations and 
the accountants were directed to put 
the new methods into effect. The 
Board made no specific findings as to 
the effect of the change saying merely 
that “it is not clear that the changes 
completely eliminate the improprie- 
ties.” 

[4] In view of this situation it 
seems fitting that the matter of the 
retention of the transportation busi- 
ness be given further consideration by 
the Commission. It is not the func- 
tion of this court to make final de- 
terminations of fact; that responsi- 
bility lies with the Commission under 
the statute. Its conclusions on this 


branch of the case were based mainly 
upon the theory that the other busi- 
nesses must bear a functional relation- 
ship to the system and to a less degree 
upon its finding that the retention had 
been detrimental to the system in the 


past. The first reason, as we have 
seen, is based on an erroneous inter- 
pretation of the act, while the second 
relates to past accounting practices 
with no clear finding as to present 
conditions. The association of the 
businesses in combination in the Vir- 
ginia Electric Power Company, serv- 
ing the same locality under the super- 
vision of the state authorities, does 
not appear to have involved the major 
evils which the act was designed to 
eradicate. Historically the combina- 
tion came about in the normal develop- 
ment of the business of furnishing 
electric power. The faulty account- 


ing practices which have occurred are 
not necessarily inherent in the situa- 
tion and have either been corrected or 
are in process of correction, according 
to the undisputed evidence. For 
these reasons we conclude that so 
much of the Board’s order as relates 
to the divestment of the transporta- 
tion business from the Virginia Elec- 
tric Power Company should be re- 
versed and the case remanded to the 
Commission for further findings and 
conclusions. 

A similar ruling would be required, 
if the court should pass on the find- 
ings of the Commission in regard to 
the other businesses which Gulf States 
and El Paso, respectively, desire to 
retain. 


Selection of a Principal System 


[5-8] In the foregoing discussion, 
it has been assumed for the most part 
that Virginia will become the princi- 
pal system of Engineers. This may 
well be the case, but so far Engineers 
has made no selection and now con- 
tends that no suitable opportunity to 
make one has been given it. In 1941, 
after hearings, the Commission di- 
rected Engineers to divest itself of 
certain subsidiaries not connected 
with the present review and steps have 
been taken to that end. The Commis- 
sion also held that Virginia and Gulf 
States, the most important sub- 
sidiaries of the system, severally con- 
stituted integrated public utility sys- 
tems and that Engineers could not 
retain both under the one area inter- 
pretation but one of them must be 
selected as the principal system in or- 
der that the provisions of § 11 (b) 
(1) might be applied. The Commis- 
sion said that the choice between Vir- 
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ginia and Gulf States was a close one 
which it would assume that Engineers 
had the right to make provided it was 
made as promptly as possible. 

The Commission recognized the 
difficulty of an intelligent choice until 
it had determined what additional 
systems and what additional busi- 
nesses could be retained in combina- 
tion with each of the two subsidiaries. 
The right of Engineers to require 
such preliminary determinations to be 
made was denied but nevertheless the 
Commission proceeded, in its discre- 
tion, to make advisory findings of the 
character indicated. Thereby En- 
gineers was advised as to what prop- 
erties it might retain in the event that 
either system should be chosen as the 
principal system. Engineers an- 
nounced that it was not yet ready to 
make the selection and thereupon the 
Commission by its order of Septem- 
ber 16, 1942, 46 PUR(NS) 68, select- 
ed Virginia as the principal system, 
but granted permission to Engineers 
to ask, within fifteen days, for leave 
to substitute Gulf States as the princi- 
pal system. Engineers then filed a 
petition for rehearing complaining, 
amongst other things, that fifteen 
days was insufficient for the purpose; 
and the Commission, on October 6, 
1942, granted an additional 15-day 
period to run from that date. En- 
gineers still failed to make a choice 
and the selection of Virginia by the 
Commission as the principal system 
thereupon became final. Since the 
case must be remanded to the Com- 
mission for further findings in ac- 
cordance with this opinion, the action 
which the Commission has heretofore 
taken in respect to the selection of the 
principal system becomes immaterial ; 
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but as the selection of a principal sys. 
tem is essential to any simplification 
of the corporate structure of En- 
gineers, the legal question involved 
must be decided. 

The statute is silent on the point. 
It provides only that it shall be the 
duty of the Commission to pass its 
simplification order as soon as prac- 
ticable after January 1, 1938, § 11 
(b) (1); and that such an order shall 
be complied with within one year 
from its date; but the Commission, 
upon a proper showing of due dili- 
gence by the holding company, may 
extend the time for an additional year 
if it finds such extension necessary or 
appropriate in the public interest or 
for the protection of investors or con- 
sumers, § 11 (c). No standards gov- 
erning the choice of a principal sys- 
tem are set up in the act. 

It is a reasonable interpretation that 
the holding company rather than the 
Commission has the right of choice, 
since the holding company is the law- 
ful owner of the combined properties 
and the public interests are protected 
by the grant of power to the Commis- 
sion to determine what integrated 
public-utility systems are involved in 
a given case and what additional sys- 
tems and additional businesses may 
be retained therewith under the terms 
of the statute. The statutory pur- 
poses are not impeded by this inter- 
pretation and the contention is avoid- 
ed that the delegation of arbitrary 
power to the Commission to select the 
principal system without congression- 
al standards to guide it would be un- 
constitutional. While the point was 
not specifically decided, it was as- 
sumed by the Commission in the pend- 
ing case and by the court in North 
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American Co. v. Securities and Ex- 
change Commission (1943) 133 F 
(2d) 148, 151, 47 PUR(NS) 6, that 
in the first instance the privilege of 
selection belongs to the holding com- 
pany. 

It does not follow that the holding 
company may delay the selection un- 
reasonably and thereby interfere with 
or prolong the administrative process. 
On the contrary, the duty imposed up- 
on the Commission to simplify the 
corporate structure of the holding 
company system implies the power to 
require the holding company to make 
the selection seasonably, and in case 
of unnecessary delay, to make the se- 
lection itself. However, if selection 
cannot be made intelligently by the 
holding company until the permissible 
composition of alternate systems has 
been determined, the Commission 


should make advisory findings as it 


has done in the pending case. These 
findings must now be reconsidered in 
the light of the interpretation of the 
several provisions of § 11 (b) (1) 
herein set out; and this procedure 
need not unduly delay the final dispo- 
sition of the case since the pertinent 
evidence has already been taken. 
Engineers contends that the right 
of selection may be exercised by it at 
any time within the year allowed by 
the act for compliance with the Com- 
mission’s order, that is, the selection 
must be made and the order put into 
effect within the year unless the Com- 
mission allows additional time for 
good cause shown. A contrary rul- 
ing was made in North American Co. 
v. Securities and Exchange Commis- 
sion, supra, on the ground that such 
deferment of selection would cause 
unnecessary delay, presumably be- 


cause it would necessitate alternate 
findings by the Commission. This 
reason would obviously not apply 
when, as in the pending case, alternate 
findings are essential to a choice. In 
such event selection of one of the al- 
ternatives and compliance with the or- 
der of the Commission in regard 
thereto within the year would occa- 
sion no unnecessary delay. 

For present purposes, it is sufficient 
to decide that the right of selection 
lies with the holding company; that 
the right must be exercised without 
unnecessary delay; that the Commis- 
sion should make preliminary rulings 
if they are necessary to enable the 
holding company to make its selec- 
tion ; that if the holding company does 
not make its selection in a reasonable 
time the Commission. may designate 
the principal system; and that the ac- 
tion of the Commission in passing up- 
on the need of preliminary findings 
and in fixing the time within which 
the selection of the principal system 
must be made should not be disturbed 
by the courts unless it appears that the 
holding company has been denied a 
reasonable opportunity to make its 
choice. 


The Excluded Evidence Relating to 
The Constitutionality of § 11 (b) 
(1) 

[9] The constitutionality of the 
Public Utility Holding Company Act 
was sustained in North American Co. 
v. Securities and Exchange Commis- 
sion, supra, and a writ of certiorari 
was granted by the Supreme Court on 
March 1, 1943, 318 US 750, 87 L ed 
1126, 63 S Ct 764. See also, the Com- 
monwealth & Southern Corp. v. Se- 
curities and Exchange .Commission 
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(1943) 134 F(2d) 747, 48 PUR 
(NS) 72. We concurred in the views 
expressed in this case in Central & 
S. W. Utilities Co. v. Securities and 
Exchange Commission, decided June 
7, 1943, 78 US App DC —, 50 PUR 
(NS) 293, 136 F(2d) 273. In the 
pending case Engineers offered and 
the Commission excluded evidence of 
an economic and statistical character 
purporting to show that the stand- 
ards set out in § 11 (b) (1), relating 
to the control of subsidiaries by hold- 
ing companies and to the size of hold- 
ing company systems, bear no relation 
to the abuses that Congress listed in 
§ 1 of the statute and intended to 
eliminate. It is contended that the 
proffered evidence conclusively shows 
the absence of such a relationship and 
hence the divestment provisions of 
§ 11 (b) (1) are wholly arbitrary and 
capricious and beyond the congres- 
sional power. The pending case is 
thus distinguished from the last cited 
cases in which no evidence bearing on 
the reasonableness of the section was 
introduced. 

The Commission excluded the ev- 
idence on the ground that an admin- 
istrative body has no authority to 
weigh evidence of the character 
described or to pass upon the constitu- 
tionality of the act which it is called 
upon to administer. It had previous- 
ly ruled that it has no power to decide 
constitutional questions in Re Hous- 
ton Nat. Gas Corp. (1938) 3 SEC 
664, 671, 25 PUR(NS) 1; Re Wal- 
ston & Co. (1939) 5 SEC 112, 113; 
Re J. A. Sisto & Co. (1940) 7 SEC 
647, 653, note 5. 

This court decided in Panitz v. Dis- 
trict of Columbia (1940) 72 App DC 
131, 112 F(2d) 39, that a tax asses- 
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sor, as an administrative official, has 
no inherent power to rule on consti- 
tutional objections to the tax. 
said: 

“cc 


We 
(pp. 41, 42) 

It has been said that the 
necessities of our-system require the 
judiciary to determine the constitu- 
tionality of acts of the legislature. 
There can be little doubt that it repre- 
sents the highest exercise of judicial 
power, and one that even the judiciary 
is reluctant to exercise. Interruption 
of the machinery of government nec- 
essarily attendant on this function not 
only cautions the judiciary but argues 
as well against its exercise by other 
agencies. It is this consideration for 
the orderly, efficient functioning of 
the processes of government which 
makes it impossible to recognize in 
administrative officers any inherent 
power to nullify legislative enactments 
because of personal belief that they 
contravene the Constitution. Thus it 
is held that ministerial officers cannot 
question the constitutionality of the 
statute under which they operate. 
Likewise, it has been held that an ad- 
ministrative agency invested with dis- 
cretion has no jurisdiction to entertain 
constitutional questions where no pro- 
vision has been made therefor. In 
respect to taxation it is frequently 
stated that one need not pursue his 
administrative remedy where the tax 
is void. Here again is apparent a re- 
luctance to invest nonjudicial agencies 
with jurisdiction to rule on the valid- 
ity of statutes. 

“From the above we think it clear 
that the assessor had no inherent au- 
thority to consider constitutional ob- 
jection to the tax.” 

See, also, Fosgate Co. v. Kirkland 
(1937) 19 F Supp 152. 
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No statutory power is conferred by 
the Public Utility Holding Company 
Act upon the Commission to consider 
questions of constitutionality or to re- 
ceive evidence or make findings of 
fact in respect thereto. Section 24 of 
the statute provides that “the findings 
of the Commission as to the facts, if 
supported by substantial evidence, 
shall be conclusive”; but these find- 
ings are obviously those which the 
Commission must make in the admin- 
istration of the act and they do not 
relate to evidence offered to show that 
the act is entirely invalid because it 
lacks the factual basis for the consti- 
tutional exercise of the congressional 


power. 

It is true that an administrative 
agency must sometimes pass upon con- 
stitutional questions of fact in decid- 
ing whether it has jurisdiction to ap- 
ply a statute to a particular individual 


under a particular state of facts, as in 
National Labor Relations Board v. 
Friedman-Harry Marks Clothing Co. 
(1937) 301 US 58, 81 L ed 921, 57 
S Ct 645; Washington, V. & M. 
Coach Co, v. National Labor Rela- 
tions Board (1937) 301 US 142, 81 
L ed 965, 57 S Ct 648, where the con- 
tention was made that since the em- 
ployer was engaged in intrastate com- 
merce, the Labor Act did not apply. 
In these cases the Board made find- 
ings of fact which indicated that the 
employer was engaged in interstate 
commerce and this conclusion was 
sustained by the court since it was 
based upon substantial evidence. 
Moreover, a Federal district court 
has no jurisdiction to enjoin the La- 
bor Board from holding a hearing and 
deciding whether the jurisdictional 
facts exist when the charge is that an 


employer has been engaged in inter- 
state commerce and has been guilty of 
unfair labor practices under the Labor 
Act. The power to prevent any per- 
son from engaging in unfair labor 
practices affecting commerce has been 
vested by statute in the Board subject 
to review by the circuit court of ap-, 
peals, and since the employer has thus’ 
been given adequate protection 
against illegal action on the part of the 
Board, no injunctive action by the 
district court is necessary or proper. 
Myers v. Bethlehem Shipbuilding 
Corp. (1938) 303 US 41, 82 Led 
638, 58 S Ct 459. 

These decisions, however, were re- 
quired to protect the power of the ad- 
ministrative agency and to prevent 
interference with the performance of 
its functions in the application of the 
statute to the facts of particular cases. 
There has been no decision which 
holds that an administrative agency 
must receive evidence offered to show 
that its governing statute is invalid, 
or which empowers the reviewing 
court to direct the agency to take such 
testimony or make findings of fact 
upon it. For the foregoing reasons 
we are of the opinion that the action 
of the Commission in excluding the 
offered testimony must be affirmed. 

It does not follow that the petition- 
er is deprived of the well-established 
right to test the constitutionality of 
the statute by showing that it is com- 
pletely lacking in factual basis. We 
hold merely that the proffered ev- 
idence was not admissible at the hear- 
ing before the Commission, without 
prejudice to the right of the petitioner 
to raise the same question hereafter 
in such other manner as it may be 
advised. See the discussion on Intro- 
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duction before Agencies of Evidence 
Bearing on Constitutional Issues, 
Pike & Fischer, Current Text, § 45-a, 
22; The Presentation of Facts Under- 
lying the Constitutionality of Stat- 
utes, 49 Harvard Law Review, 631; 
Davis, Evidence in the Administra- 
tive Process, 45 Harvard Law Re- 
view, 364, 402-410. 

It is apparent from the foregoing 
discussion that certain portions of the 
orders under review are in accord 


with the statute, while other portions 
should be modified or set aside; but, 
as the final order should be complete 
in itself and cover all phases of the 
case, the Commission’s orders of 
September 16, 1942, 46 PUR(NS) 
68, and October 6, 1942, will be set 
aside, and the case remanded to the 
Commission for further proceedings 
in accordance with this opinion. 
Reversed and Remanded. 





SECURITIES AND EXCHANGE COMMISSION 


Re General Gas & Electric Corporation 


File No. 60-20, Release No. 4687 
November 17, 1943 


ROCEEDING relating to withdrawal of exemption of sale of 
Weck pursuant to Rule U-44 of the Securities and Exchange 
Commission; exemption withdrawn pursuant to Rule U+100(b). 


Consolidation, merger, and sale, § 17 — SEC exemption rule — Withdrawal of 
exemption — Stock of subsidiary. 
The sale of common stock of a subsidiary of a holding company at less than 
$100,000 is not fairly within the intendment of the exemption provided by 
Paragraph (b)(2) of Rule U-44 of the Securities and Exchange Commis- 
sion where the stock carries 82.9 per cent of the voting power, has an 
aggregate par value of over $1,000,000, and there is a capital surplus of 
over $700,000 and an earned surplus of over $100,000; and in such a case 
the exemption should be withdrawn, pursuant to Rule U-100(b), so that 
the problems raised by any proposed sale of the stock may be presented 
to the Commission in the light of the standards of § 12(d), 15 USCA 


§ 791(d). 


APPEARANCES: David I. Bursten, 
of the Public Utilities Division of the 
Commission; Clarice F. Brows and 
Carlos L. Israels, New York, New 
York, for General Gas & Electric Cor- 
poration; George W. Sheldon, New 
York, New York, for W. W. Bell; Al- 


51 PUR(NS) 


90 


len C. Ewing, Wilmington, North Car- 
olina, for Allen C. Ewing & Co. 


By the Commission: General Gas 
& Electric Corporation (“Gengas”), 
a registered holding company in the 
Associated Gas and Electric Corpora- 
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tion system, owns all the common 
stock of Tide Water Power Company 
(“Tide Water”), a public utility com- 
pany operating in the state of North 
Carolina. By our order of August 13, 
1942, pursuant to § 11(b)(1) of the 
Public Utility Holding Company Act 
of 1935, 15 USCA § 79k(b) (1), we 
directed that the Associated system di- 
vest itself of its interest in and control 
over a number of subsidiary compa- 
nies, including Tide Water, “in any 
appropriate manner not in contraven- 
tion of the applicable provisions of said 
act or the rules and regulations pro- 
mulgated thereunder.” ? 

Subsequently it was brought to our 
attention that Gengas contemplated 
selling the common stock of Tide Wa- 
ter, in its present form, for a consider- 
ation of substantially less than $100,- 
000. Under Par. (b)(2) of Rule U- 
44 a sale at such a price would not 
have to be brought before us for con- 
sideration pursuant to § 12(d) of the 
act, 15 USCA § 791(d), but would 
be exempt from the procedural require- 
ments of Rule U-44(a). Our ex- 
amination of Tide Water’s corporate 
structure indicated the possibility that 
a sale of such stock might circumvent 
the provisions of the act unless, prior 
thereto or contemporaneously there- 
with, provision were made for recap- 
italizing Tide Water in such a manner 
that voting power would be fairly and 
equitably distributed among the secu- 
rity holders of the company pursuant 
to the mandate of § 11(b)(2). Ac- 
cordingly, we ordered a hearing pur- 
suant to Rule U-100(b) to determine 
whether or not we should withdraw 





1Re Driscoll and Thorp, as Trustees of 
Associated Gas & E. Corp. (1942) Holding 
wv Act Release No. 3729, 45 PUR(NS) 


the exemption provided in Rule U-44 
as applied to any unexecuted sale of 
such stock, and pending such deter- 
mination we suspended the applicabil- 
ity of the exemption. Thereafter 
Gengas entered into an agreement to 
sell the stock to one W. W. Bell, sub- 
ject to all necessary approvals, for a 
total consideration of $55,000. 

The sole question here is whether 
the exemption should remain in ef- 
fect as to the proposed sale, or any 
other sale of such stock, or whether 
the facts pertaining to any such sale 
should be submitted to us so that we 
may determine whether or not the 
terms of sale meet the standards of 
§ 12(d) and any other section of the 
act that may be applicable. The hear- 
ing on this question has been held 
and we have heard oral argument. 

The exemption provided by Para- 
graph (b)(2) of Rule U-44 was in- 
tended to cover sales of relatively un- 
important assets, and was therefore 
phrased in terms of the consideration 
to be received. Our experience indi- 
cated that in the normal case where the 
consideration was less than $100,000, 
the public interest would not be served 
by an extensive inquiry on our part 
into the circumstances of the sale. 
The mere accumulation of such ma- 
terial in our files would tend to choke 
the administrative process with a mass 
of detail, impeding our consideration 
of more important transactions. 


However, we recognized that there 





2See our Notice of and Order Instituting 
Proceedings Pursuant to Rule U-100(b), 
Holding Company Act Release No. 4557, Sep- 
tember 10, 1943. 

See also Holding Company Act Release 
No. 4594, instituting proceedings with respect 
to Tide Water Power Company under § 11 
(b) (2) and other sections of the act, Septem- 
ber 29, 1943. 
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would be cases to which this exemption 
(among others provided in our rules) 
should not be applicable. Rather than 
attempt to specify all such cases in ad- 
vance—a task that would be not mere- 
ly difficult but impossible—we pro- 
mulgated Rule U-100(b) which pro- 
vides : 

“Any unexecuted transaction which 
is within the exemption provided in 
any rule from the requirements of any 
provision of the act or of the rules, 
may nevertheless be subjected thereto 
by order, after notice and op- 
portunity for hearing, if it appears to 
the Commission that the withdrawal of 
such exemption as applied to such 
transaction would be appropriate in the 
public interest or the interest of in- 
vestors or consumers. The Commis- 
sion may by such notice suspend the 
applicability of any such exemption to 
any transaction pending final deter- 
mination.” 

Our Public Utilities Division con- 
tends that Tide Water is faced with 
the necessity of recapitalizing on a one- 
stock basis under § 11(b)(2) for the 
purpose of fairly and equitably dis- 
tributing voting power among the se- 
curity holders of the company. Gen- 
gas has conceded on the record that 
voting power is unfairly and inequi- 
tably distributed among such security 
holders. Net income as reported by 
Tide Water for the years 1940, 1941, 
and 1942 has been substantially less 
than annual preferred dividend re- 
quirements. No dividends have been 
paid on the company’s common stock 
since 1932, nor on its $6 cumulative 
preferred stock since March 1, 1938. 
Accumulated unpaid dividends on the 
preferred, of which 23,858 shares are 
outstanding, amounted to $29 per 
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share on December 31, 1942. Pre. 
liminary examination of the property 
accounts indicates that they contain ne 
upward revalyations of more than $3. 
200,000, and that adjustments of the 
company’s accounts in other respects 
must be given consideration. Such 
adjustments, if made, obviously would 
adversely affect the company’s surplus 
accounts, and the preferred stock cap- 
ital might possibly be impaired. Such 
stock at present has but 17.1 per cent 
of the voting power. 

Although the common stock of Tide 
Water (all of which is held by Gen- 
gas) is deemed to have a sales value 
of less than $100,000, it carries 829 
per cent of the voting power in Tide 
Water, and therefore represents the 
entire practical control over assets and 
other debits carried on Tide Water's 
balance sheet at nearly $14,000,000. 
The common stock has an aggregate 
par value of $1,157,890, and according 
to the company’s books as of December 
31, 1942, there was a capital surplus 
of $727,760 and an earned surplus of 
$117,178. Thus the sale of such stock 
at less than $100,000 is not fairly with- 
in the intendment of the exemption 
provided by paragraph (b)(2) of 
Rule U—44. 

A final point, raised by Allen C. 
Ewing and others, concerns the main- 
tenance of competitive conditions and 
the advisability of having the control- 
ling interest in Tide Water purchased 
and owned by residents of the area 
served by the company, If this were 
the only point in the case we should be 
disposed to give it full consideration. 
Under the circumstances, we think it 
sufficient merely to point out that it 
exists. It can be developed to the ex- 
tent necessary if and when the pro- 
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posed sale is brought before us for 
consideration under § 12(d). 

For the foregoing reasons, we think 
the problems raised by any proposed 
sale of Tide Water stock by Gengas 
are so substantial that they should be 
presented to us for examination in the 
light of the standards of § 12(d), and 
not be passed over by operation of the 
exemption in Rule U-44. We have 
concluded, therefore, that withdrawal 
of the exemption in this case would be 
appropriate in the public interest and 
in the interest of investors and con- 
sumers. 

An appropriate order will issue 
withdrawing the exemption. 


ORDER 


A proceeding having been instituted 
pursuant to Rule U-100(b) promul- 


gated under the Public Utility Holding 
Company Act of 1935, to determine 
whether or not the Commission should 
withdraw the exemption contained in 
Paragraph (b) (2) of Rule U-44 with 
respect to any unexecuted sale by Gen- 
eral Gas & Electric Corporation of 
any security which it owns of Tide 
Water Power Company ; 

A hearing having been held after 
appropriate notice, the Commission be- 
ing duly advised and having this day 
entered its findings and opinion herein ; 

On the basis of said findings and 
opinion, and pursuant to Rule U-100 
(b), it is hereby 

Ordered that the aforesaid exemp- 
tion, as applied to any unexecuted sale 
by General Gas & Electric Corpora- 
tion of any security which it owns of 
Tide Water Power Company, be and 
it hereby is withdrawn. 





INDIANA PUBLIC SERVICE COMMISSION 


Re The United Telephone Investment 
Corporation et al. 


No. 15573 
September 13, 1943 


| peecseeseseany of rates of associated telephone companies ; rate 
adjustments ordered. 


Valuation, § 49 — Reproduction cost estimates — Percentage addition to original 


cost. 


1. Testimony as to the value of utility property on a reproduction cost new 
basis cannot be given much weight when this is determined by adding 25 
per cent to original cost, to give weight to increased prices, without consid- 
eration of the books and records of the company for the purpose of find- 
ing when various items of property or plant were added for the purpose 


of finding value as of that time, p. 99. 
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Valuation, § 120 — Undistributed overheads — Arbitrary addition. 


2. The addition of 5 per cent for undistributed overheads is not justified 
when undistributed overheads are included in the basis used, p. 99. 


Apportionment, § 61 — Property value — Related telephone companies. 
3. The fair value of property of several related telephone companies, in- 
cluding working cash capital and materials and supplies, was allocated to 
the various companies upon the basis of the ratio between the total value of 
the properties as found by the Commission and original cost depreciated as 
found by the Commission staff, p. 100. 


Return, § 66 — Reasonableness as a whole — Associated telephone companies, 
4, Adjustment of rates and returns of related telephone companies con- 
stituting for all practical purposes one operating system, in an attempt to 
put each individual company and individual exchange upon a fair income 
basis, is of doubtful propriety at a time when in some communities served 
by some of the companies there has been an influx of workers employed 
in war plants while there has been a migration of people from other com- 
munities, and where an attempt to adjust revenues of each company and 
each exchange on a fair return basis might invoke the law of diminishing 
return because of loss of patronage, p. 101. 


Return, § 66 — Reasonableness as a whole — Associated companies — Rights of 
minority stockholders. 

5. The rights of minority stockholders in several of a group of associated 
telephone companies constituting one operating system should be consid- 
ered and rates adjusted so that each will earn a fair rate of return, although 
other companies wholly under common ownership are treated as a unit and 
allowed a lower return, p. 101. 

Return, § 111 — Telephone companies. 


6. A return of 5.29 per cent was held reasonable for a group of telephone 
companies under common ownership, and 5.5 per cent for another group 
partly under such common ownership but having minority stock holding 
interest, p. 101. 


Sa 


APPEARANCES: William D. Mc- _torney at Law, Zionsville, for the town 
Afee, Attorney Examiner, for the of Zionsville; Justin A. Roberts, City 
Commission; Howell Ellis and John Attorney, Noblesville, for the city of 
S. Powell, Attorneys at Law, Indian- Noblesville; R. T. Lineback, City At- 
apolis, for respondent telephone com- torney, Greenfield, for the city of 
panies; Harry Bowen and Harry R. Greenfield; Walter Haney, Attorney 


Booth, General Counsel, Washington, 
D. C., for Office of Price Administra- 
tion; Roland Griffin and George S. 
Osborn, Attorneys at Law, Nobles- 
ville, for town of Sheridan; Wilbur 
D. Smith, City Attorney, Attica, for 
the city of Attica; Robert McKinney, 
City Attorney, Covington, for the 
city of Covington; R. P. Bundy, At- 
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at Law, Crawfordsville, for Board of 
Trustees of Ladoga; Howard T. Bat- 
man, Public Counselor, for the public. 


By the Beamer, 


Chairman: 


ComMISSION, 


History of Proceedings 
On June 20, 1941, Central Indiana 
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Telephone Company filed its petition 
with this Commission requesting, 
among other things, the right to in- 
crease its rates in Sheridan, Indiana. 
Thereafter, pursuant to notice, a hear- 
ing was held by Commissioner Stuck- 
ey on Monday, September 29, 1941, 
at which time evidence was intro- 
duced. The proceedings were then 
continued until October 27, 1941, and 
on that date were again continued un- 
til December 1, 1941. Thereafter, on 
December 23, 1941, the Commission 
issued its order in said cause (No. 
15202), in which order the Commis- 
sion denied the petition of the Central 
Indiana Telephone Company for in- 
crease in rates and in said order found 
that the petitioner, Central Indiana 
Telephone Company, was a subsidiary 
of The United Telephone Investment 
Corporation and further found that 
John T. Detchon is the president and 
general manager of the petitioner and 
The United Telephone Investment 
Corporation and that The United 
Telephone Investment Corporation 
operated ten subsidiaries. The Com- 
mission then ordered that the petition 
of the Central Indiana Telephone 
Company be denied and upon its own 
motion instituted an investigation of 
The United Telephone Investment 
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Corporation and its ten corporate sub- 
sidiaries “for the purpose of ascertain- 
ing and determining the fair value of 
each of the properties owned by said 
company and to determine and estab- 
lish just, equitable, and legal rates for 
each of the ten subsidiary corporations 
and the forty exchanges owned by 
them in the state of Indiana.” The 
order further directed that the inves- 
tigation ordered by the Commission 
should be docketed as Cause No. 
15573. 

Thereafter, in Supplemental Order 
No. 1, Cause No. 15573, dated De- 
cember 23, 1942, the Commission 
found, as a result of the investigation 
by the accounting and engineering 
staffs of this Commission, that there 
were a number of other telephone 
companies and exchanges in Indiana 
under the same management and con- 
trol as that of The United Telephone 
Investment Corporation and its sub- 
sidiaries. By this supplemental order, 
the Commission ordered that these ad- 
ditional companies be included in the 
investigation and then set out a list of 
all the companies and the various ex- 
changes operated by said companies to 
be investigated in this proceeding as 
follows: 
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Companies 


The United Telephone Investment Corporation 


Union Telephone Company ..... ery 


Central Indiana Telephone Company 


The Citizens Telephone Company of Zionsville, Indiana 


Converse Consolidated Telephone Company 
Daleville & Middletown Telephone Company 


Home Telephone Company (Noblesville) 


Sie. cS elennene 0.2 INCs. e566 3.065 ove ede cea 


The Attica Telephone Company 
Cayuga Telephone Corporation 
The Citizens Telephone Company 


Citizens Mutual Telephone Company of Dana, Indiana 


Darlington Telephone Company 
Fountain Telephone Corporation 


Ladoga Telephone Company 
The Oxford Telephone Company 
Wabash Valley Utilities Corporation 


Brownsburg Telephone Corporation 


Thereafter, on May 18, 1943, pur- 
suant to notice given according to law 
by publication in two newspapers pub- 
lished in at least one county wherein 
patrons of each company being inves- 
tigated reside, all as shown by Com- 
mission Exhibits “1-A to 1-V(1),” 
both inclusive, hearings were held by 
the Commission. Six days were spent 
by the Commission in taking testi- 
mony of the various parties appear- 
ing of record. At the conclusion of 
the hearing held on May 26, 1943, the 
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Indiana Exchanges 


Bakers Corner 
R #2 Sheridan 
Buck Creek 
Burlington 
Carmel 
Center 
Ekin, R #2 Atlanta 
Greenfield 
Greentown 
Kirlin 
Lagro 
Matthews 
Mellott 
Mooresville 
Morgantown 
Nashville 
Newtown 
Russellville 
Summitville 
Upland 
Veedersburg 
Waveland 
Waynetown 
Sheridan 
Zionsville 
Converse 
Daleville 
Middletown 
Noblesville 
Sims 

Attica 
Cayuga 
Newport 
Dana 
Darlington 
Covington 
Stone Bluff 


Silverwood 
Brownsburg 
cause was continued for the purpose 
of receiving evidence as to the effect 
of a new contract concerning the allo- 
cation of toll fees between the Indiana 
Bell Telephone Company and the vari- 
ous companies involved in this pro- 
ceeding. Thereafter, on August 2, 
1943, such evidence was introduced as 
is shown by respondents’ Exhibits 
“T and J,” after which the hearing was 
concluded, 
Upon the opening of hearings in 
said cause, the companies under in- 
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vestigation, which will hereafter be re- 
ferred to collectively as respondents, 
filed a petition for affirmative relief in 
which they stated that the rates now 
in force by the various companies are 
not sufficient to and do not yield a fair 
return upon the property and invest- 
ment of said respondents and there- 
fore pray authority from the Commis- 
sion to promulgate and establish such 
increased rates as may now be neces- 
sary to establish just, equitable, and 
legal rates for their service. 

The city of Noblesville, Indiana, 
through its mayor, E. R. Fertig, and 
its City Attorney, Justin A. Roberts, 
fled an intervening petition asking for 
relief in the form of reduced rates to 
the patrons of the Home Telephone 
Company, one of the respondents here- 
in which furnishes telephone service in 
and near the city of Noblesville, In- 
diana. 


During the hearings held in said 
cause, many exhibits were introduced 
by the Commission and the various 
parties of record, some of which will 
be discussed in detail in the order. 


Organization of Respondents 


The evidence showed that The Unit- 
ed Telephone Investment Corporation 
isowned by John T. Detchon. It fur- 
ther showed that all of the outstand- 
ing common stock of the following 
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companies is owned by The United 
Telephone Investment Corporation : 


Attica Telephone Company 

— Indiana Telephone Company (Sheri- 
dan 

Citizens Telephone Company (Zionsville) 

Daleville and Middletown Telephone Com- 


pany 
Fountain Telephone Corporation 


The evidence further showed that 
all of the outstanding common stock 
of the following companies is owned 
by John T. Detchon: 


Darlington Telephone Company 
Ladoga Telephone Company 

The Oxford Telephone Company 
Sims Telephone Co., Inc. 

Wabash Valley Utilities Corporation 
Brownsburg Telephone Corporation 
Cayuga Telephone Corporation 


The evidence further showed that 
the Union Telephone Company has 
outstanding 15,254 shares of common 
stock, of which 15,078 shares are 
owned by The United Telephone In- 
vestment Corporation and the remain- 
ing shares are owned by the Central 
Indiana Telephone Company, of Sher- 
idan, Indiana, which, in turn, is owned 
by The United Telephone Investment 
Corporation. 

Four of the companies under inves- 
tigation have outstanding common 
stock which is owned by interests 
other than The United Telephone In- 
vestment Corporation or John T. 
Detchon. ‘These companies and the 
interests of Detchon or The United 
Telephone Investment Corporation 
and outside interests therein, are as 
follows: 
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Name of Company 


Converse Consolidated Telephone Company 
The Citizens Telephone Company (Newport) . 


sane on Telephone Company of Dana, In- 


Sheek Tolesioins Company (Noblesville) 


Shares Held 
by Detchon 
or The 
United Tele- 
phone Invest- 
ment Corp. 
496 
120 


“415 
314 


Outstanding 
Shares of 
Common 

Stock 


Shares Heid 
B 


y 
Outside 
Interests 


304 
74 


(The above information is contained in respondents’ Exhibit “E”.) 


The evidence further showed that 
all of the companies. under investiga- 
tion are operated under the supervision 
and control of The United Telephone 
Investment Corporation, which main- 
tains its principal office at Greenfield, 
Indiana, with a subdistrict office at 
Attica, Indiana. All of the costs of 
supervision, accounting, engineering, 
and general miscellaneous expenses are 
handled by The United Telephone In- 
vestment Corporation through its of- 
fices at Greenfield and Attica, Indiana, 
and is prorated to the various com- 
panies on a cost basis. Traffic costs, 
materials and supplies, taxes, and some 


Total Value 
Depreciation reserve : 
Contribution in aid of construction 


Book cost less depreciation and contributions 
struction 


of the maintenance are handled by 
each individual company. The evi- 
dence further disclosed that part of 
the maintenance was handled by a 
maintenance crew or crews employed 
by The United Telephone Investment 
Corporation who do maintenance 
work on the property of the various 
companies involved, which companies 
are charged by The United Telephone 
Investment Corporation on the basis 


51 PUR(NS) 


of the actual cost to it for work done, 

The evidence further showed that 
John T. Detchon is president of all 
the companies involved, including The 
United Telephone Investment Cor- 
poration. 

The evidence further showed that 
Ellis C. Mull is secretary-treasurer of 
all the companies involved, including 
The United Telephone Investment 
Corporation. 


Value of Property 


The books of the company, as 
shown by Commission’s Exhibit “3,” 
show the following: 


As of December As of Decemb 

31, 1941 31, 1942 
$1,555,019.55 
360,662.72 
4,104.88 








in aid of con- 


$1,190,251.95 $1,187,030.8 


An original cost study was made 
by the engineering «nd accounting 
staffs of the Commission. The engi 
neering staff of the Commission alsd 
made a depreciation study of all the 
properties involved. The results o 
the original cost study and the depre 
ciation study. are shown by publi 
counselor’s Exhibit “1,” to be as fol 
lows: 
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As of Dec. As of Dec. 
31, 1941 31, 1942 


Total original cost $1,481,505.03 $1,561,207.53 


Depreciation 
quirement 553,042.00 


Original cost less 
depreciation re- 


quirement $1,008,165.53 


The company introduced evidence 
as to the value of the property through 
is engineer. The engineer’s testi- 
mony, as shown by respondent’s Ex- 
hibit “1-B,” showed: 


As of April 1, 
1943 


Value of property on the basis 
of reproduction costs new ... 
Depreciation 


$2,000,320.00 
226,870.00 


Cost new depreciated $1,773,450.00 


Mr. Abbett, chief engineer of the 
Commission, testified that in his opin- 
ion the fair value of respondents’ 
property, as of December 31, 1942, 
was $1,000,500. 

[1, 2] The respondents’ engineer 
testified at the hearing that he arrived 
at his figures as to the value of the 
property as follows: “I took the actual 
cost fixed by the Commission’s engi- 
neers, added 25 per cent to bring these 
figures down to 1943 in April and 
then since they did not add undistrib- 
uted capital expense which runs from 
10 to 15 per cent, I put on 5 per cent 
to be conservative and then I deter- 
mined the depreciation by inspection 
and subtracted that. Then I added the 
materials and supplies, which amount- 
ed to 2.6 per cent, taken from the com- 
Many figures actual and I added work- 
ming cash of .8 per cent, also from the 
company’s figures, and I arrived at 
what I called the minimum value of 
the property as of April 1943.” 


Respondents’ engineer further testi- 
fed that he added the 25 per cent to 


the original cost to give weight to the 
increased prices. We do not believe 
that much weight can be given to the 
engineer’s testimony as to the value of 
the property on a reproduction cost 
new basis. By his own testimony, he 
arbitrarily added 25 per cent to the 
original cost figures, as found by our 
staff, for the purpose of arriving at 
the value of the property on the repro- 
duction cost new basis. It is appar- 
ent from this testimony that he did 
not take into consideration, nor did 
he study the books and records of the 
company for the purpose of finding 
when various items of the property or 
plant were added for the purpose of 
finding value as of that time. For ex- 
ample, some of the property might 
have been added in the year 1929 when 
prices were high or some of it might 
have been added in 1941 or 1942 when 
prices were equally high. Certainly, 
to arbitrarily apply a 25 per cent in- 
crease to items of the plant installed 
in either of these years would not give 
an accurate figure of reproduction cost 
new as of 1943. Furthermore, the 
statement of the engineer that the un- 
distributed overhead not included in 
the original cost figures, as found by 
our staff, is not a correct statement 
because these items were included in 
determining and arriving at the orig- 
inal cost of the property. Therefore, 
the adding of 5 per cent for undistrib- 
uted overhead, has no place in the 
value of the property on the basis of 
reproduction cost new. 

Much testimony was introduced in 
the record concerning the condition of 
the respondents’ property and the 
quality of the service rendered. This 
testimony showed that much of the 


99 51 PUR(NS) 





INDIANA PUBLIC SERVICE COMMISSION 


property of the respondents is old and 
in a poor state of repair. The switch- 
boards are all manually operated, some 
of which have been in service for a 
great number of years. Many of the 
poles have rotted off and been reset. 
Some poles are down and have not 
been replaced. Many of the lines are 
old and rusty, some of them run 
through trees that have not been 
trimmed back thus causing poor recep- 
tion during wet or stormy weather. 
Testimony was introduced to show 
that there was much cross-line inter- 
ference. In view of the testimony of 
patrons and of the Commission staff 
relative to the condition of the re- 
spondents’ property, we cannot help 
but arrive at the conclusion that re- 
spondents’ property has been poorly 
maintained and that the amount of de- 
preciation testified to by respondents’ 
engineer is entirely too low. 

After considering all of the evi- 
dence, we are of the opinion and find 
that the depreciation requirement of 
$553,042, as testified to by Mr. Ab- 
bett, the chief engineer of the Com- 
mission, is conservative and should be 
the figure used by the Commission in 
finally determining a-rate base in this 
case. 

[3] After taking into consideration 
all of the evidence in the case concern- 
ing cost, depreciation, obsolescence, 
state of repairs and the quality of serv- 
ice rendered by the respondent, we 
find that the fair value of respond- 
ents’ property, including working cash 
capital of $25,918 and materials and 
supplies of $50,910.41, to be in round 
figures $1,130,000. This figure of 
$1,130,000 should be allocated to the 
various companies under investigation 
as follows: 
51 PUR(NS) 


TABLE A 

Brownsburg Telephone Corpora- 
tion 

The Attica Telephone Company ... 

Union Telephone Company 

Daleville & Middletown Telephone 
Company 

The Oxford Telephone Company .. 

Ladoga Telephone Company 

Sims Telephone Company, Inc. ... 

Darlington Telephone Company ... 

Cayuga Telephone Corporation .... 

Wabash Valley Utilities Corpora- 
tion 

The Citizens Telephone Company 
of Zionsville, Indiana 

Central Indiana Telephone Com- 
pany (Sheridan) 

Fountain Telephone Corporation .. 

Converse Consolidated Telephone 
Company 

The Citizens Telephone Company 
(Newport) 

Citizens Mutual Telephone Com- 
pany of Dana, Indiana 

Home Telephone Company (No- 
blesville) 


This distribution is made upon the 
basis of the ratio between the value 
as found by this Commission and the 
original cost depreciated as found by 
the Commission staff. 


Operating Revenues and Expenses 


The income statement of the Con- 
pany for 1942 is shown by Commis 
sion Exhibit “5.” This exhibit is as 
follows: [Table omitted. ] 

At the hearing held on August 2, 
1943, the respondent introduced its 
Exhibit “I,” which showed the effect 
of a new contract entered into between 
respondent companies and the Indiana 
Bell Telephone Company concerning 
distribution of toll revenues for the 
year 1943. This exhibit showed that 
the respondent company received as 
result of this new contract from the 
Indiana Bell Telephone Company, for 
the year 1943, an increase of $24; 
217.70 in increased revenues over Cof- 
responding figures for 1942. Broken 
down as to each company involved i 
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this investigation, the increase in toll 
revenues is as follows: [Table omit- 
ted. 

“ adding the additional revenue of 
$24,217.70 to the 1942 net earnings 
of the respondent companies in the 
amount of $45,492.38, makes a total 
of $69,710.08. The total rate case ex- 
ense involved in these proceedings is 
$15,483.40. Amortizing this expense 
over a period of five years would make 
an annual charge of $3,096.68. De- 
ducting this amount from the total 
estimated income of the company 
would leave a balance of $66,613.40. 
This would make an over-all yield to 
respondent companies of 5.89 per cent. 

[4-6] The question has arisen as 
to how rates and returns should be 
fixed for the respondent companies. It 
has already been shown that all but 
four of the companies involved in this 
investigation are owned entirely by 
John T. Detchon or The United Tele- 
phone Investment Corporation, which 
company in turn is owned entirely by 
John T. Detchon. It is further shown 
that for all practical purposes the re- 
spondent companies constitute one 
operating system. It has been dis- 
closed as a result of this investigation 
that some of the companies are mak- 
ing more than adequate returns. On 
the other hand, some of the companies’ 
earnings are less than adequate. We 
doubt, however, that this is the proper 
time to attempt to adjust rates between 
the various companies in an attempt 
to put each individual company and 
individual exchange upon a fair in- 


come basis. In some of the communi- 
ties served by some of the respondent 
companies, there has been an influx 
of workers who are employed in war 
plants while, on the other hand, in 
some of the localities there has been a 
migration of people from these com- 
munities. Furthermore, an attempt to 
adjust the revenues of each company 
and each exchange on a fair return 
basis might invoke the law of dimin- 
ishing returns because some of the 
companies which are making the 
smallest returns are located in com- 
munities where patrons are least able 
to pay for service and by raising the 
rates to these patrons would doubtless 
result in many patrons dispensing with 
the use of their telephones thus caus- 
ing a greater loss to the company than 
they would be able to realize as a re- 
sult of their increased rates. How- 
ever, as to the four companies which 
have outstanding.common stock which 
is not owned by either Detchon or The 
United Telephone Investment Cor- 
poration, we feel that it is necessary 
to take into consideration the rights of 
the minority stockholders. Therefore, 
as to these four companies, namely: 
Converse Consolidated Telephone 
Company, Home Telephone Company, 
The Citizens Telephone Company 
(Newport), and Citizens Mutual 
Telephone Company of Dana, Indiana, 
we feel that it is necessary to adjust 
their rates so that each will earn a fair 
rate of return. Having this in mind, 
we have worked out the following 
table: 
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Columns 


TABLE B 
1 


Rate Base 


Properties owned solely by John T. 
Detchon and The United Telephone 
fovestinent COtie .s.0cicce csc tss'ehcss 

Converse Consolidated Telephone Com- 


$950,618.97 


pany 
Citizens 
port) 
Citizens 
Dana) 
Home Telephone Company 


Telephone Company—(New- 


Mutual Telephone Company 


30,240.50 
8,675.20 


25,522.03 
114,943.30 


2 


Actual 
Earnings 
Year 1942 

Public 
Counselor 
Ex. #5 


$33,269.68 
672.17 


398.39 


446.67 
10,705.47 


3 


Estimated 
Increase 


in Toll 
Resp. 
Ex. ‘ es i 


$19,587.22 
6.52* 
510.05 


419.57 
3,707.38 


Total 
Columns 
2&3 





ITT TTT $1,130,000.00 


6 


$45,492.38 
7 


$24,217.70 
8 


Columns 5 
Rate Case 
Expense 
Amortized 
5 Years 
Stations 
& Revenue 
Properties owned solely by 
John T. Detchon and The 
United Telephone Invest- 
ONE NCOENS sis ss vie usb ens 4's 
Converse Consolidated Tele- 
phone Company 
Citizens Telephone Company— 
Newport) 
Citizens Mutual 
Company (Dana) 
Home Telephone Company ... 


$2,566.61 
67.80 
30.10 


62.96 
369.21 


Telephone 


$50,290.29 


Columns 
5 


Rate of 
Return 
Columns 


6+1 


5.5% 
Rate of 
Return on 
Column 1 


Income 
Available 
for 
Return 


5.29% 
1.98% 
10.12% 
3.14% 


$50,290.29** 
1,663.23 
477.14 


1,403.71 
12.22% 6,321.88 7,721.76 


597.85 
878.34 


803.28 
14,043.64 


$1,065.38 
401.20 
600.43 








Totals 
** Figure is not 5.5% of column 1, but 5.29 


$66,613.40 


5.89% $60,156.25 $6,457.15* 


%, which represents all of the companies owned 


by John T. Detchon and The United Telephone Investment Corp. 


* Denotes red figures. 


As shown by the above table, the 
respondent companies remaining after 
eliminating Converse Consolidated 
Telephone Company, Home Tele- 
phone Company, The Citizens Tele- 
phone Company (Newport) and Cit- 
izens Mutual Telephone Company of 
Dana, Indiana, will earn, collectively, 
upon the basis of the 1942 income plus 
the estimated increases as a result of 
the increased toll revenue, less the 
rate case expense amortized over a 
5-year period, 5.29 per cent upon 
the basis of existing rates. In view 
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of the fact that we are allowing all 
Federal taxes based upon the 1942 
experience of these companies and 
considering also the quality of the 
service rendered by respondents, we 
feel that this isa fair rate of return. 
As shown by the table, we have a(- 
justed the revenues of the four re 
maining companies, Converse Con- 
solidated Telephone Company, Home 
Telephone Company, The Citizens 
Telephone Company (Newport), and 
Citizens Mutual Telephone Company 
of Dana, Indiana, in order to reflect 
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, return of 5.5 per cent which we 
think is an adequate return under the 
circumstances. In adjusting the 
revenue Of these four companies to 
pit them on an individual earning 
basis of 5.5 per cent, we have de- 
ducted from the total revenues of the 
Home Telephone Company the sum 
of $7,721.76 annually; from The 
ECitizens Telephone Company (New- 
port) the sum of $401.20 annually. 
We have added to the total revenues 
of the Converse Consolidated Tele- 
phone Company the sum of $1,065.38 
annually; and to the Citizens Mutual 
Telephone Company of Dana, Indi- 
ana, the sum of $600.43 annually. 
These companies should file with this 
Commission a modified rate schedule 
reflecting these changes in income to 
the extent indicated. 

Having considered all the evidence 
and the briefs submitted by counsel, 
the Commission now finds that the 
fair value of the respondents’ prop- 
erty, collectively, used and useful for 
rate-making purposes is $1,130,000; 
that the fair valuation for rate-mak- 
ing purposes of the property of each 
of the companies involved in this in- 
vestigation is as shown in Table A; 
that The United Telephone Invest- 
ment Corporation is a holding com- 
pany owned entirely by John T. Det- 
chon; that John T. Detchon, in his 
own personal right or through The 
United Telephone Investment Cor- 
poration which he owns, is the sole 
owner of the following companies in- 
volved in this proceeding; to wit: 


Union Telephone Company 
Attica Telephone Company 
Central Indiana Telephone Company (Sheri- 


an 
Citizens Telephone Company (Zionsville) 
Daleville and Middletown Telephone Com- 
Pp 


"Foutiie Telephone Corporation 
Darlington Telephone Company 

Ladoga Telephone Company 

The Oxford Telephone Company 

Sims Telephone Co., Inc. 

Wabash Valley Utilities Corporation 
Brownsburg Telephone Corporation 
Cayuga Telephone Corporation; 

that the fair value of the used and 
useful property of the above-named 
companies, collectively, is $950,618- 
.97 ; that the estimated income of said 
companies for the year 1943 is $50,- 
290.29 ; that the estimated rate of re- 
turn of John T. Detchon, the owner 
of said companies, is 5.29 per cent 
which the Commission finds to be a 
fair return under the circumstances 
recited in this order. 

The Commission further finds that 
four of the companies under investi- 
gation are controlled by John T. 
Detchon or The United Telephone In- 
vestment Corporation but that these 
four companies have outstanding com- 
mon stock owned by people other than 
John T. Detchon or The United Tele- 
phone Investment Corporation; that 
the names of these companies, the fair 
value of their property used and use- 
ful, and estimated income, are as 
shown in Table B; that each of these 
companies should earn upon their used 
and useful property 5.5 per cent; that 
in order to make a return of 5.5 per 
cent there should be added to the reve- 
nues of the Converse Consolidated 
Telephone Company the sum of $1,- 
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065.38 and to the Citizens Mutual 
Telephone Company of Dana, Indiana, 
the sum of $600.43, annually; that 
there should be subtracted from the 
revenues of the Home Telephone 
Company the sum of $7,721.76 and 
from The Citizens Telephone Com- 
pany (Newport) the sum of $401.20, 
annually ; that each of said companies 
should file with the Commission for 
the Commission’s approval, on or be- 
fore the 15th day of October, 1943, 


a modified rate schedule or tariff fo 
each of said four companies, whic 
modified rate schedules will reflect the 
change in revenues upon the basis 0 
this order; that said rate schedules, if 
approved by the Commission, shall be 
come effective November 1, 1943. 
The Commission further finds thaf 
the rates of all the companies involved 
in this proceeding, except the four last 
above mentioned, should remain the 
same as those presently charged. 





INDIANA PUBLIC SERVICE COMMISSION 


Re Indiana-Kentucky Natural 
Gas Corporation 


No. 15979 
September 24, 1943 


PPLICATION by natural gas company for authority to increase 
yi \ rates; granted. 


Expenses, § 86 — Payments to affiliates — Natural gas purchase. 


1. The price which a distributing company pays for natural gas purchased 
from a parent company is carefully scrutinized, p. 106. 


Return, § 52 — Confiscation — Inadequate return. 


2. A requirement that a public utility continue to operate under its present 
rate schedule would be confiscatory when the utility has already donated 
a substantial part of its property to the public use, because of its inability 
to earn and set aside a proper depreciation reserve, and it has never earned 
a fair rate of return upon its invested capital, p. 107. 


Return, § 101 — Natural gas utility. 


3. Rates were established for a natural gas utility permitting a return of 
5.7 per cent upon net investment before the payment of an increase in Fed- 
eral income taxes recently imposed, p. 107. 


5 
APPEARANCES: Wilbur K. Mil- sistant Public Counselor, for the 


ler, Owensboro, Kentucky, for the William M. Waldschmidt, 
petitioner; Howard T. Batman, Pub- 
lic Counselor, and David I. Day, As- 
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public; 
City Attorney, Cannelton, for the city 
of Cannelton; Wendell Werner, May- 
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or, Tell City, for Tell City; Harry A. 
Bowen, Washington, D. C., for the 
Office of Price Administration. 


By the Commission, Beamer, 
(harman: The petitioner herein 
fled with the Commission on May 20. 
(943, its application asking authority 
cancel out the existing general serv- 
ie rate now on file for the retail sale 
of gas to the various communities 
yrved by it and substitute therefor a 
nw system-wide tariff schedule call- 
ig for increased rates in certain 
brackets. 

The matter was set for hearing in 
the rooms of the Commission on Au- 
must 4, 1943, after notice was given 
cording to law by publication in the 
(annelton Telephone and the Tell 
ity News, two newspapers of gen- 
ral circulation published in one of 
the counties where patrons of peti- 
joner reside. 

At the hearing the petitioner intro- 
luced 17 exhibits and the public coun- 
lor introduced 2 exhibits. 

The evidence showed that the peti- 
ioner, the Indiana-Kentucky Natural 
as Corporation, is a wholly owned 
ubsidiary of the Kentucky Natural 
as Corporation; that it is a public 
tility under the laws of the state of 
ndiana and engaged in the business 
f selling gas at retail in the com- 
hunities of Tell City, Cannelton, 
toy, Riley, and Stratford Hills, In- 
iana, and also in supplying gas to 
stomers in rural territory along the 
ipe line of the Kentucky Natural Gas 
orporation. 

The evidence further showed that 
is corporation was organized in 
929; that the part of the gas distri- 

tion system used to serve Cannel- 
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ton, Tell City, and Troy was con- 
structed in 1930 and the part serving 
Riley and Stratford Hills in 1940 and 
1941, 

The evidence further showed that 
during the year 1942 it served 
throughout its system an average of 
1,077 customers. 

The evidence further showed that 
the entire capitalization of the com- 
pany consists of $50,000 worth of 
common stock which is wholly owned 
by the Kentucky Natural Gas Cor- 
poration and which stock represents 
$50,000 in cash paid into the treasury 
of the petitioner and used by it in the 
construction of its plant, and $115,- 
000 representing that amount of 
money borrowed from the Kentucky 
Natural Gas Corporation on a 90-day 
note executed by the petitioner, which 
note has been renewed from time to 
time. This note now bears interest at 
the rate of 5 per cent per annum. 

The testimony further showed that 
the company has kept its books on an 
original cost basis from its inception, 
and that it has charged straight-line 
depreciation since it started operation, 
even though the depreciation had, for 
the most part, not been earned. 

The company introduced its Ex- 
hibit 15 which is a condensed balance 
sheet as of December 31, 1942. Said 
Exhibit 15 is as follows: [Table 
omitted. ] 

The company also introduced its 
Exhibit 12 which is an income state- 
ment by years for five years ending 
December 31, 1942. Said Exhibit 
12 is as follows: [Table omitted 
shows rate of return in 1938, .6 per 
cent; in 1939, .9 per cent; in 1940, 
1.9 per cent; in 1941, 1.9 per cent; 
and in 1942, 2.2 per cent.] 
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The company also introduced its 
Exhibit 16 which is a so-called state- 
ment of the minimum rate base of pe- 
tioner as of December 31, 1942. This 
exhibit shows the various classifica- 
tions of property and the amount 
thereof on an original cost basis, and 
also the deductions therefrom. Said 
exhibit is as follows: [Table 
omitted. ] 

It will be noted from the above ex- 
hibits that the original cost of the 
gas plant in service as of December 
31, 1942, was $141,887.60. From 
the original cost the petitioner has de- 
ducted a total depreciation of $30,- 
563.49, and intangibles of $15,480.51, 
leaving a net value of the plant ac- 
count claimed on an original cost basis 
as of December 31, 1942, $95,843.60. 
To the net value of the plant account 
petitioner has added $2,000 for ma- 
terial and supplies and $10,000 for 
working capital, making a total rate 
base of $107,843.60. 

The evidence introduced by the 
public counselor did not materially 
differ from that introduced by the 
company. 

Allen Fisk, chief accountant of the 
Commission, testified that, in his 
opinion, the working capital asked by 
the company was a little too high. On 
the other hand, he was of the opinion 
that the item of $2,000 for material 
and supplies was too low. If Mr. 
Fisk’s testimony was accepted, the 
difference between the reduction of 
the working capital and the increase 
of material and supplies would about 
cancel each other out and the total 
of these two items as shown by the 
company would be approximately cor- 
rect. 
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Because of the fact that the peti- 
tioner is a wholly owned subsidiary 
of Kentucky Natural Gas Corporation, 
the relationship between petitioner 
and that company was carefully seru- 
tinized at the hearing and also the 
propriety of the interest rate of 5 per 
cent charged on the $115,000 bor- 
rowed by the petitioner from the 
Kentucky Natural Gas Corporation, 
because it was apparent that this in- 
terest rate was higher than is ordinar- 
ily charged in utility financing. The 
testimony showed that both the peti- 
tioner and the Kentucky Natural Gas 
Corporation had attempted to secure 
money at a lower rate of interest but 
because of the low earnings of peti- 
tioner, and because of the large 
amount of the indebtedness, in com- 
parison with the company’s total val- 
uation, it was impossible to secure 
money at a lower rate of interest. 

[1] Since the petitioner buys all of 
its gas from the parent company, the 
Kentucky Natural Gas Corporation, 
the price which it pays for gas was 
carefully scrutinized. The evidence 
showed, however, that the price paid 
for gas is 37} cents per thousand cubic 
feet except for gas sold to any individ- 
ual customer in any one month which 
is in excess of 100,000 cubic feet, and 
35 cents for gas in excess of 100,000 
cubic feet resold to any individual cus 
tomer in any one month. The ev 
idence also disclosed that these are the 
wholesale rates fixed for the Ken 
tucky Natural Gas Corporation by th¢ 
Federal Power Commission, whic 
is the regulatory body having juris 
diction over. the wholesale rates 0 
gas by the Kentucky Natural Ga 
Corporation. 

On the other hand, the evidence dis 
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closed that certain economies in 
operating expense were enjoyed by 
the petitioner as a result of the op- 
erating expense being allocated by the 
parent corporation on a time-steady 
basis between the petitioner and cer- 
tain other subsidiaries of the parent 
corporation. For example, the ev- 
idence showed that the total general 
and administrative expense of the pe- 
titioner for the year 1942 was $1,- 
711.75. The items included in this 
figure are shown in petitioner’s Ex- 
hibit 8 which is as follows: 


“INDIANA-KENTUCKY NATURAL 
GAS CORPORATION 


Statement of General and Administrative Ex- 
pense by Accounts for the Twelve Months 

Ended December 31, 1942 

Salaries of general officers 

Other general office salaries 

Expense of general office employees 

General office supplies and expense 

Special services 

Legal 

Insurance 

Miscellaneous general expense .... 

Maintenance of general office prop- 


$300.24 


$1,711.75” 


Obviously, if the Indiana-Ken- 
tucky Natural Gas Corporation was 
operated as a separate unit and the 
general and administrative expenses 
were not allocated as they are in this 
case, these expenses would be much 
higher than the evidence shows them 
to be. 

[2, 3] The evidence further showed 
that while the company has not at 
any time made a fair rate of return 
they have not asked for an increase 
in rates because it hoped that by in- 
creasing the sale of gas to be able 
to make a fair rate of return upon 
existing rates. The evidence further 
showed, however, that because of cir- 
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cumstances beyond the control of the 
petitioner the company is not now able 
to increase its annual sale of gas and 
it therefore feels that it must have 
an increase in rates in order to keep 
its property from being confiscated 
inasmuch as the present rates have 
not earned enough to permit it to set 
up a sufficient depreciation reserve 
over the years of its operation. On 
the basis of the 1942 sale of gas the 
proposed rates which the petitioner 
asked permission to charge would 
make the petitioner’s net earnings 
$6,199.91, or a return of 5.7 per cent 
upon a net investment of $107,843.- 
60. 

In arriving at this return the com- 
pany has provided for Federal in- 
come taxes at the rate of 124 per cent 
which was the rate applicable in 
1940. Any increase in Federal in- 
come taxes since 1940 would, on the 
basis of the company’s estimate, have 
to be paid out of net earnings. 

We feel that the petitioner is to be 
complimented upon the manner in 
which it has prepared this rate case. 
As already noted, it has computed the 
value of its property on an original 
cost basis. From the original cost 
it has deducted depreciation charged 
on a straight-line basis even though, 
in most years, the depreciation has 
not been earned. It should also be 
noted that the petitioner has elim- 
inated from its plant account all in- 
tangible items and has asked that it 
be allowed to charge as an operating 
expense Federal income taxes on the 
basis of rates in 1940. This does not 
include as an operating expense any 
increase in Federal taxes since 1940, 
which taxes are generally referred to 
as war taxes. 
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The Commission is not unmindful 
of the inflationary trend and the effort 
being made to keep down prices in or- 
der to prevent an inflationary spiral. 
As a general proposition we are op- 
posed to rate increases during these 
times. However, in view of the fact 
that the petitioner herein has al- 
ready donated a substantial part of 
this property to the public use because 
of its inability to earn and set aside a 
proper depreciation reserve, and be- 
cause it has never earned a fair rate 
of return upon its invested capital, 
we feel that it would be confiscatory 
to require the petitioner to continue 
to operate under its present rate sched- 


ule and that the petitioner is not un- 
reasonable in asking that it be allowed 
to charge rates which would permit 
it to earn 5.7 per-cent before the pay- 
ment of the increase in Federal in- 
come taxes imposed since 1940, 

The Commission therefore finds 
that the fair value of the petitioner's 
property used and useful as of Decem- 
ber 31, 1942, was $107,843.60; that 
it is entitled to earn on said invest- 
ment 5.7 per cent, and, in order to 
earn said return upon its investment, 
petitioner should be permitted to 
charge the rates as set out in Exhibit 
A of its petition. 





PENNSYLVANIA SUPERIOR COURT 


Pennsylvania Telephone Corporation 


Uv. 


Pennsylvania Public Utility Commission 


— Pa Super Ct —, 33 A(2d) 765 
September 9, 1943 


PPEAL from Commission order requiring telephone company 
L \ to discontinue use of cut-off device to terminate local tele- 
phone conversations by individual line subscribers; reversed. 


For Commission decision, see (1942) 47 PUR(NS) 28. 


Appeal and review, § 53 — Commission order — Grounds for reversal. 
1, The court may reverse a Commission order if it is capricious, arbitrary, 
or unreasonable, if not founded on competent and relevant evidence, and not 
otherwise in conformity with law, p. 112. 

Orders, § 5 — Validity — Competent evidence to support. 
2. Sufficient legally competent evidence is necessary to support Commis- 
sion findings of fact and to sustain the order, p. 112. 

Service, § 466 — Telephones — Time limit on calls. 
3. A limitation of a local telephone call to four times the length of the 
average holding time of all subscribers using the exchange is not inherently 


unreasonable, p. 112. 
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Service, § 466 — Telephones — Cut-off devices — Time limit on calls. 
4. That testimony as to the practical operation and the benefits to be de- 
rived from use of cut-off devices placing a time limit on telephone calls 
was offered by the managers of small telephone exchanges only does not 
justify an inference that the devices will not provide reasonable service in 
larger exchanges, p. 113. 


Service, § 46 — Jurisdiction of Commission — Managerial functions — Time lim- 
it on telephone calls. 
5. The Commission may not require a telephone company to discontinue 
the use of a cut-off device to terminate local telephone conversations by in- 
dividual line subscribers where no unlawful discrimination is found, as 
such a matter rests within the discretion of the company’s management, 
p. 114. 


Service, § 162 — Rules and regulations — Reasonableness. 
6. A service rule or a method is not unreasonable merely because it results 
in some inconvenience to a class entitled to service, and a telephone com- 
pany doing a general public business may adopt new methods of furnishing 
service if they are reasonable, p. 114. 


Service, § 46 — Jurisdiction of Commission — Managerial matters. 
7. The Commission may not substitute its judgment for that of the officers 
of a telephone company when a choice has been made between two systems 
which provide reasonable and adequate service without discrimination, since 
good faith is to be presumed on the part of the officers in adopting the new 
methods, p. 114. 


Service, § 12 — State powers — Limitations. 
8. The state powers over public utilities are not unlimited although public 
utilities are a proper subject of regulation, p. 114. ; 


Service, § 46 — Jurisdiction of Commission — Managerial matters. 
9. The Commission should not interfere with practices adopted by public 
utility officers whose successful life experience well qualifies them to de- 
termine what methods of operation will work a general improvement of the 
service, p. 114. 

Service, § 466 — Telephones — Cut-off devices — Time limit on calls. 
10. Automatic interruption of local telephone messages after six minutes by 
cut-off devices is not inconsistent with a tariff under which a company has 
the right to terminate calls after five minutes; the method employed in 
accomplishing the cut-off is unimportant if the minimum holding time is 
respected, although the company’s tariff should be supplemented by a de- 


scription of the device in operation as applied to all classes of service, 
p. 115. 


(Ruopes, J. dissents.) 
y 
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Hirt, J.: Appellant acquired the 
property and facilities of the Bell Tele- 
phone Company of Pennsylvania in 
the city of Johnstown in 1938. The 
two companies had been in active com- 
petition in supplying local telephone 
service throughout the area by means 
of manually operated exchanges. In 
merging the two local systems appel- 
lant erected a new central office and 
exchange building and installed new 
equipment changing the service from 
manual to automatic dial operation. 
In addition, it incorporated into the 
new system an automatic cut-off de- 
vice—standard equipment developed 
and perfected by North Electric Com- 
pany of Galion, Ohio—which termi- 
nated local exchange calls, originating 
from either individual or multiparty 
lines, not less than six, nor more than 
eight minutes after connection was es- 
tablished. The permissible length of 
telephone conversations, referred to 
as “holding time,” on local calls of 
these classes was thus restricted au- 
tomatically. Appellant’s tariff on file 
with the Public Utility Commission 
defined a local message as “a message 
five minutes or less in duration,” ? but 
prior to the installation of the device, 
in practice, local calls were not limited 
as to time either by making an extra 
charge for the overtime or by manually 
breaking the connection. There were 


exceptions. Occasionally an offending 
user of a party line was made to con. 
form to reasonable holding time in the 
use of his telephone. But in general 
throughout the area patrons of both 
the Bell Company and of the appellant 
were supplied with unlimited service 
and this practice continued after the 
merger until April 22, 1939, when the 
dial system with the automatic cut-off 
device went into operation. In its 
present operation the interrupting de- 
vice is made to apply only to individual 
and multiparty lines. Toll calls are 
exempt as well as calls to private 
branch exchanges, and _ subscribers 
served with more than one trunk line 
with a rotary mechanism making a 
connection with any one of a series 
of telephones not then in use. When 
the privilege of unlimited holding time 
was withdrawn on individual and par- 
ty lines by the operation of the auto- 
matic cut-off device, the Commission, 
reacting to a number of informal com- 
plaints, instituted an investigation of 
its own motion under § 1008 of the 
Public Utility Law of May 28, 1937, 
PL 1053, 66 PS § 1398. In the pro- 
ceeding the Commission raised these 
questions: (1) Whether terminat- 
ing local telephone conversations after 
six minutes is unreasonable, in viola- 
tion of § 401 of the act, 66 PS § 1171} 
or (2) discriminatory, under § 402, 





1 The following is the provision of the tar- 
iff: “Local message: A Message five minutes 
or less in duration from a subscriber’s tele- 
phone station to another telephone within the 
same local service area and furnished under 
the provisions of the exchange (and in the 
case of semi-public service, the exchange and 
toll) tariff applicable.” 

2 Section 401 provides: “Character of serv- 
ice and facilities. Every public utility shall 
furnish and maintain adequate, efficient, safe, 
and reasonable service and facilities, and shall 
make all such repairs, changes, alterations, 
substitutions, extensions, and improvements in 
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or to such service and facilities as shall be 
necessary or proper for the accommodation, 
convenience, and safety of its patrons, em- 
ployees, and the public. Such service also 
shall be reasonably continuous and without un- 
reasonable interruptions or delay. Such serv- 
ice and facilities shall be in conformity with 
the regulations and orders of the Commis- 
sion. Subject to the provisions of this act 
and the regulations or orders of the Com- 
mission, every public utility may have reason- 
able rules and regulations governing the cot- 
ditions under which it shall be required to 
render service. re 
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66 PS § 1172, or (3) in violation of 
appellant’s regulations in its tariff as 
fled with the Commission. The sin- 
gle inquiry on this last phase of the 
investigation was directed to the scope 
of its definition of a “local call.” 
After hearing, the Commission, on 
May 13, 1941, made the following or- 
der: “That the practice of Pennsyl- 
yania Telephone Corporation in ter- 
minating local telephone conversations 
on its Johnstown Exchange be discon- 
tinued from and after June 1, 1941.” 
On appeal from that order we allowed 
a supersedeas and upon motion of ap- 
pellant remanded the proceeding to the 
Commission for the taking of further 
testimony. In the meantime the auto- 
matic cut-off device had been installed 
in appellant’s Moxham and Westmont 
exchanges, making the practice uni- 
form throughout the Johnstown area. 
After further hearings the Commis- 


sion, on December 9, 1941 [correct 
date appears to be 1942], made its sec- 


ond and final order directing: ‘That 
the practice of Pennsylvania Tele- 
phone Corporation in terminating local 
telephone conversations to individual 
line subscribers in its Johnstown Ex- 
changes, be discontinued from and aft- 
er December 31, 1942.” It also direct- 
ed appellant to file supplements to its 
general tariff to conform with the 
Commission’s findings and the above 
order. Although there are separate 
appeals from each of the two orders 
of the Commission in this proceeding, 


the appeal from the final order alone 
need be considered. Other changes in 
the system had been made after the 
first order and when the record was 
remanded, the Commission. proceeded 
with its investigation de novo. The 
final order in effect revoked, and was 
entered in lieu of, the first order. 

By its findings the Commission 
eliminated the second question raised 
in its investigation. It found that pri- 
vate branch exchanges and rotary 
groups were reasonable classifications 
of service, under § 402 of the act, 
properly exempt from interruption of 
service on incoming calls. And fur- 
ther that the service supplied by ap- 
pellant generally, including the opera- 
tion of the interrupter mechanism on 
all other classes of service did not vio- 
late that section of the act which pro- 
hibits unreasonable preference or ad- 
vantage to one subscriber over another 
of the same class.* 

Our inquiry in these appeals there- 
fore is limited to two questions: 
Whether the operation of the cut-off 
on both individual and party lines is 
unreasonable in violation of § 401 and 
whether the practice is inconsistent 
with the character of the service which 
appellant offered its subscribers under 
its definition of a local call as defined 
in its tariff. The former is the con- 
trolling question since appellant may 
file a supplement to its tariff if its defi- 
nition is not broad enough. But 
whether appellant has the right to in- 





3We agree with this conclusion. On the 
other hand it may be questioned whether the 
final order of the Commission in itself is not 
discriminatory in violation of § 402. No good 
reason appears for requiring separate classi- 
fications of individual and party-line subscrib- 
ers, allowing unlimited service on the one and 
restricting the other by the operation of the 
cutoff device. The Commission seeks to 
avoid the inference of discrimination on the 
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ground of necessity. It concluded that both 
party and individual lines are entitled to un- 
limited service but that 25 per cent additional 
trunk lines and other facilities necessary to 
provide that service are not now obtainable in 
the present war emergency. It found that the 
present equipment was sufficient to give un- 
limited service to individual lines but not to 
both classes of subscribers. 
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terrupt a call under its existing tariff 
is related to the general question of 
reasonableness. 

[1, 2] It therefore becomes neces- 
sary to examine the opinion of the 
Commission to determine whether the 
evidence supports its findings and the 
final order predicated upon them. 
Pennsylvania R. Co. v. Public Utility 
Commission (1939) 135 Pa Super Ct 
5,4A(2d) 622. The Commission has 
some administrative discretion but 
only within the limitations imposed by 
law upon all triers of facts. “It may 
not be capricious, arbitrary, or unrea- 
sonable; and an order of the Commis- 
sion must be founded on competent 
and relevant evidence, and otherwise 
be in conformity with law. In the ab- 
sence of any one of the elements requi- 
site to its validity, this court may re- 
verse such order of the Commission. 
Findings of fact are essential to the 
validity of its orders. If such findings 
are lacking, the order is ineffective. 
Klawansky v. Public Service Commis- 
sion (1936) 123 Pa Super Ct 375, 17 
PUR(NS) 401, 187 Atl 248. Al- 
though pure questions of fact are for 
the Commission and not for this court, 
sufficient legally competent evidence is 
necessary to support findings of fact 
by the Commission and to sustain its 
order. Franklin v. Public Service 
Commission (1919) 73 Pa Super Ct 
294; Blackmore v. Public Service 
Commission (1936) 120 Pa Super Ct 
437, 183 Atl 115; Latrobe Water Co. 
v. Public Service Commission (1936) 
123 Pa Super Ct 21, 27, 17 PUR 
(NS) 209, 186 Atl 294, 296”; Cage 
v. Public Service Commission (1937) 
125 Pa Super Ct 330, 332, 189 Atl 
896, 897. 
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[3] The cut-off device in operation 
does not restrict a subscriber to one 
call of six minutes with another sta- 
tion. It merely interrupted the service 
and a warning tone was sounded one 
minuute before the cut-off. When the 
connection was thus broken there was 
nothing to prevent the subscriber from 
re-dialing the same number and con- 
tinuing the conversation without limit 
subject to interruption every six min- 
utes. Of course re-dialing is some in- 
convenience and there is always the 
chance that another who has been wait- 
ing for an opportunity to call either 
party may intervene by making a con- 
nection. But that is the very purpose 
of the device. There is some positive 
evidence of the reasonableness of a 
limitation of six minutes when com- 
pared with the holding time of the 
average user of a telephone. There 
was no objection to the quality of the 
service supplied by the appellant be- 
fore the cut-off practice was adopted. 
The facilities in trunk lines, connecting 
tracks and appliances which are re- 
quired in any exchange depends upon 
the number of calls during the period 
of the peak load and the average hold- 
ing time of these calls. It was deter- 
mined that with the cut-off device the 
average holding time would be reduced 
to eighty-three seconds. The ex- 
changes were built to supply service on 
that basis (with the allowance of an 
additional seven seconds) at a saving 
of $219,000 as compared with the cost 
of facilities necessary to supply un- 
limited service. Any proper rate base 
for the future, certainly, should reflect 
the saving. From our common ex- 
perience nothing inherently unreason- 
able appears in the limitation of a local 
call to four times the length of the 
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average holding time of all subscribers 
using the exchange. 

[4] Appellant, in assuming the bur- 
den of proof (§ 420 of the act, 66 PS 
§ 1190), produced five executive off- 
cers or engineers managing other tele- 
phone companies with a total of 71 ex- 
changes using the device, who were 
qualified to judge its merits from their 
experience, and who testified in effect 
that the automatic cut-off is the most 
significant improvement in telephone 
service in the past decade, comparable 
in resulting benefit to the service with 
the perfection of the dial system ; that 
it reduces the cost of necessary equip- 
ment in an exchange by about 20 per 
cent; that it gives every subscriber the 
advantage of more general use of the 
facilities supplied and an equal oppor- 
tunity of establishing a connection 
with any other station on the ex- 
change; that the device speeds up tele- 
phone service and curtails unnecessary 
use of the lines; and that with few 
negligible exceptions, the public has 
recognized the advantages from its 
use. There is evidence that only 3 
per cent of those whose conversations 
are terminated by the device find it 
necessary to re-dial. 

The Commission, because of the 
circumstance that all of the exchanges 
referred to by these witnesses are small 
in comparison with the exchanges in 
the Johnstown area, drew the infer- 
ence that the device although a benefit 
in small telephone companies will not 
provide reasonable service in larger ex- 
changes such as here involved. The 
testimony does not support the infer- 
ence. The mechanism is a compara- 
tively recent development, installed 
generally for the most part during the 
past five years. It is reasonable to 
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expect that small exchanges would be 
selected for its proving grounds. But 
the fact remains that according to the 
undisputed testimony of witnesses best 
qualified to judge, the practical opera- 
tion and the benefits from the device 
have been proven. There is nothing 
in the testimony suggesting that the 
present installation is in any respect 
experimental or that the size of the ex- 
change is a factor to be considered. It 
is most significant that the telephone 
engineer, in the employ of the Com- 
mission for five years, familiar with 
proper telephone practice, who was 
present at the hearings, did not testify 
that the device was unadapted to the 
Johnstown exchanges or that its oper- 
ation does not improve the service. 

In addition, appellant produced 
twenty representative subscribers who 
testified that limiting of holding time 
to six minutes resulted in a decided im- 
provement in the service. Against this 
testimony twelve witnesses appeared 


‘for the Commission whose testimony 


is to the effect (in the language of the 
Commission) “that the termination of 
local messages results in delay, incon- 
venience, and disconcerting interrup- 
tions.” As to all of this testimony the 
opinion of the Commission contains 
this comment (47 PUR(NS) at 
p. 39): “The testimony of numerous 
telephone subscribers in the Johnstown 
area, expressing conflicting reactions 
and opinions of physicians, business- 
men, labor representatives, newspaper- 
men, and others prominent in profes- 
sional, business, and social activities of 
the community, is of little aid to us in 
our determinations as to whether local 
message service as rendered on re- 
spondent’s Johnstown exchanges 1s 
reasonable and adequate under § 401 
51 PUR(NS) 
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of the Public Utility law. . . . It 
is to be expected that subscribers will 
react differently to the automatic cut- 
off. Certain subscribers, particularly 
those served through party lines, may 
welcome its use for the reason that the 
cut-off may permit a more equitable 
use of party-line facilities. However, 
it is clearly indicated that it is essen- 
tial that uninterrupted service be avail- 
able to certain subscribers who have a 
need for such service in their particular 
use of local telephone service. It is 
possible that subscribers may use local 
telephone service for desirable but un- 
essential and unimportant purposes 
and may unreasonably use such service 
to the detriment of other subscribers, 
but the failure of respondent to edu- 
cate its subscribers in the proper use of 
the telephone, or to properly police its 
service in accordance with ample pro- 
visions of its filed and effective tariff 


cannot be deemed a justifiable reason 
for the use of the cut-off device on 
local telephone services to all of the 


subscribers. Every telephone user, 
whether a subscriber to individual or 
party-line service, is a potential origi- 
nator or receiver of local messages for 
which continuous and uninterrupted 
transmission is essential and we believe 
the needs of subscribers for such serv- 
ice should be reasonably anticipated 
and made available at all times.” (Ital- 
ics added.) Thus, the opinion of the 
Commission indicates that its findings 
and order are based on its assumption 
without support in the evidence that 
the device is not adapted to the Johns- 
town exchanges and in the last analysis 
rests upon nothing more substantial 
than its belief that every subscriber is 
entitled to unlimited service. 


[5] It may be conceded that, de- 
51 PUR(NS) 


pending on the circumstances of a 
case, it is often difficult to draw the line 
between regulation which is properly 
the function of the Commission, and 
management, exclusively for those 
charged with directing the affairs of 
the company. But in the present case, 
where no unlawful discrimination was 
found, we are of the opinion that the 
Commission overstepped the bounds of 
proper regulation and assumed the role 
of manager in directing the change in 
service. 

[6-9] A rule or a method is not un- 
reasonable merely because it results in 
some inconvenience to a class entitled 
to service. And there can be no ques- 
tion as to the right of a telephone com- 
pany doing a general public business to 
adopt new methods of furnishing serv- 
ice to its patrons if they are reasonable. 
Good faith is to be presumed on the 
part of appellant’s officers and the 
Commission may not substitute its 
judgment for theirs when the choice is 
between two systems which provide 
reasonable and adequate service with- 
out discrimination. Missouri ex rel. 
Southwestern Bel! Teleph. Co. v. Pub- 
lic Service Commission, 262 US 276, 
67 L ed 981, PUR1923C 193, 43 S Ct 
544, 31 ALR 807. While a business 
charged with public interest such as a 
utility is the proper subject of regula- 
tion, the state’s powers in this respect 
are not without limitation. In Banton 
v. Belt Line R. Corp. 268 US 413, 69 
L ed 1020, PUR1926A 317, 324, 45 
S Ct 534, it is said: “Broad as is its 
power to regulate, the state does not 
enjoy the freedom of an owner. Ap- 
pellee’s property is held in private 
ownership; and, subject to reasonable 
regulation in the public interest, the 
management and right to control the 
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business policy of the company belong 
to its owners.” See, also, Chicago, 
M. & St. P. R. Co. v. Wisconsin, 238 
US 491, 59 L ed 1423, PUR1915D 
706, 35 S Ct 869, LRA1916A 1133. 
Management cannot be justified under 
the guise of regulation and we should 
be slow to interfere with practices 
adopted by those whose successful life 
experience well qualify them to deter- 
mine what methods of operation will 
work a general improvement of the 
service. These principles are given 
full recognition in the decisions of our 
state. In Coplay Cement Mfg. Co. v. 
Public Service Commission, 271 Pa 
58, PUR1921E 597, 114 Atl 649, 16 
ALR 1214, our supreme court said: 
“Tt was not intended by the legislature 
that the Commission should be a board 
of managers to conduct and control the 
affairs of public service companies ; but 
it was meant that, where certain of 
their powers and obligations had inti- 
mate relation to the public through 
fairness, accommodation, or conven- 
ience, the Commission should have an 
inquisitorial and corrective authority 
to regulate and control the utility in 
the field specifically brought within the 
Commission’s jurisdiction. 

The rights, powers, and privileges not 
mentioned constitute by far the greater 
part of corporate life, internal manage- 
ment, control, and discretionary power 
over its property; the proper applica- 
tion, enforcement, and enjoyment of 
the same matters submitted to the 
Commission’s control being among 
them. In short, the company manages 
its own affairs to the fullest extent con- 
sistent with the protection of the pub- 
lic’s interest, and only as to such mat- 
ters 1s the Commission authorized to 
intervene, and then only for the special 
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purposes mentioned in the act.” “The 
Public Utility Commission is not a 
super board of directors for the public 
utility companies of the state and it has 
no right of management of them. Its 
sole power is to see that in the matter 
of rates, service, and facilities, their 
treatment of the public is fair”: Bell 
Teleph. Co. v. Driscoll (1941) 343 Pa 
109, 40 PUR(NS) 375, 381, 21 A 
(2d) 912, 916. 

The findings and the order of the 
Commission are not founded upon, nor 
supported by, competent evidence. 
“In determining the service, accommo- 
dation, convenience, or safety to the 
public, the Commission may not disre- 
gard the evidence and consider the 
questions from a managerial view- 
point, as that power has not been dele- 
gated to it by legislature, and, when it 
attempts to do so, it is acting illegally. 
It must stay within its limits of juris- 
diction”: Abington Electric Co. - v. 
Public Utility Commission (1938) 
131 Pa Super Ct 200, 23 PUR(NS) 
491, 198 Atl 906, 908. See, also, Ly- 
coming Edison Co. v. Public Service 
Commission (1917) 67 Pa Super Ct 
608. For this reason the order must 
be reversed. 

[10] Some reference may be made 
to the tariff filed by appellant defining 
a local message. The Commission in 
its discussion, above quoted, recog- 
nized the right of appellant to “police” 
its lines and to terminate a conversa- 
tion after five minutes but elsewhere 
in its opinion indicated that the right 
should be exercised only when over- 
time preémption interfered with the 
use of the lines by others. Upon the 
ground that the device did not discrim- 
inate between reasonable and unrea- 
sonable use in that respect, the Com- 
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mission found that in operation it vio- 
lated the tariff. In its practical aspects 
such policing of all of the calls going 
through appellant’s exchanges would 
be impossible of performance. In our 
view the automatic interruption of a 
local message after six minutes is not 
inconsistent with the definition of the 
tariff. Under it appellant had the 
right of termination after five minutes. 
The method employed in accomplish- 
ing the cut-off is unimportant if the 
minimum holding time is respected, al- 
though in strictness appellant’s tariff 
should be supplemented by a descrip- 
tion of the device in operation as ap- 
plied to all classes of service. 

The order in 207 April Term, 1943, 
is reversed (and with it the order in 
108 April Term, 1942). Appellant is 
directed to file a supplement to its tariff 
descriptive of the operation of the cut- 
off device in its effect upon the various 
classes of telephone service. The costs 
to be paid equally by appellant and the 
Commission. 


RHODES, 


Judge (dissenting): I 
would affirm the final order of the 


Commission. In the first place, as I 
view it, a fundamental error in the 
majority opinion is the conclusion 
“that the Commission overstepped the 
bounds of proper regulation and as- 
sumed the role of manager ir direct- 
ing the change in service.” The dis- 
cretionary power of management is 
limited to the internal affairs of the 
utility, which do not affect the public 
interest ; and the Commission’s power 


to regulate extends to the relationship 
of the utility to the public. The use 
of the “automatic cut-off” in this case 
falls in the latter category; and it is 
not a question whether new methods 
of furnishing service should or should 
not be adopted. The question js 
is whether appellant’s service, as now 
restricted, is adequate, reasonable, and 
efficient; and this can be determined 
only by the facts which relate to that 
particular service and not by compari- 
son of use of the device under unre- 
lated circumstances.’ In the final order 
the Commission said (601a) that (47 
PUR(NS) at p. 33): “The record 
definitely shows that respondent’s in- 
stallation of the automatic cut-off was 
not motivated by a desire to eliminate 
interference to its subscribers, but that 
the device was primarily installed for 
the purpose of economy in the con- 
struction of the exchanges in the 
Johnstown area,’ and (616a) that 
“the extension of unlimited service to 
individual line subscribers will permit 
optional service to respondent’s sub- 
scribers according to their need, desire 
and willingness to pay for the class 
of service.”* The definition of a mes- 
sage in appellant’s tariff can have no 
application or relevancy to the unau- 
thorized practice of terminating tele- 
phone connections. I am in accord 
with what the Commission said in 
summarizing as to this (602a): “In 
either event, we find that respondent’s 
practice of terminating telephone serv- 
ice is in violation of the rules and reg- 





1 This approach has been considered in the 
comprehensive report and order of the Com- 
mission. See 6lla, 612a. 

2“ ‘The judicial function is exhausted when 
there is found to be a rational basis for the 
conclusions approved by the administrative 
body.’ Mississippi Valley Barge Line Co. v. 
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United States (1934) 292 US 282, 286, 78 
L ed 1260, 1264, 4 PUR(NS) 211, 54 S Ct 
692; Swayne & Hoyt v. United States (1937) 
300 US 297, 303, 81 L ed 659, 57 S Ct 478, 
480; Rochester Teleph. Corp. v. United States 
(1939) 307 US 125, 146, 83 L ed 1147, 1161, 
28 PUR(NS) 78, 91, 59 S Ct 754, 765. 
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ulations of respondent as set forth in 
its filed and effective tariffs. . . .” 

In the instant case appellant has at- 
tempted to make its own interpretation 
of the scope of its rights and preroga- 
tives in rendering service to the public, 
and it has acted accordingly. Such 
conduct, we have held, would result in 
the subordination of the public interest 
largely to a utility’s discretionary 
action. West Penn R. Co. v. Public 
Utility Commission (1940) 142 Pa 
Super Ct 140, 155, 36 PUR(NS) 116, 
15 A(2d) 539. 

It is significant that appellant, with- 
out any notice to its subscribers or to 
the Commission either by publication 
or change in its tariffs, changed the un- 
limited service to party and individual 
line subscribers to a limited service 
with respect to the duration of the 
calls, without any reduction in rates. 
In support of this action appellant con- 
tends that in this proceeding, which 
was upon motion of the Commission 
and involved the service of the utility, 
the burden of proof was upon the 
Commission, and in its brief says “that 
the Commission entirely failed to carry 
the burden in this case which the law 
places upon it.” Section 420, Art. 4, 
of the Public Utility Law of May 28, 
1937, P.L. 1053, 66 PS § 1190, reads 
as follows: “Burden of proof in pro- 
ceedings involving service or facilities. 
In any proceeding upon the motion of 
the Commission, involving the service 
or facilities of any public utility, the 


burden of proof to show that the serv- 
ice and facilities involved are adequate, 
efficient, safe, and reasonable shall be 
upon the public utility.” 

The Commission was certainly not 
required to approve appellant’s new 
service, and I think it would have been 
fully justified in making a finding to 
the effect that appellant had not met 
its burden of proof. 

The Commission had before it many 
witnesses and numerous exhibits. 
After an exhaustive discussion of the 
evidence and the evidentiary facts, the 
Commission found (616a): “In view 
of the foregoing, we find that respond- 
ent’s practice of terminating local 
messages to individual line subscribers 
on its Johnstown exchanges is unrea- 
sonable, arbitrary and in violation of 
§ 401 of the Public Utility Law and 
that the practice of terminating local 
messages to party-line subscribers is 
not unreasonable nor arbitrary and not 
in violation of § 401 of the Public 
Utility Law for the duration of the 
present emergency. Accordingly, this 
order relates to circumstances existing 
at this time and we will defer the final 
disposition of all of the matters in- 
volved in this proceeding to such time 
when the present emergency has 
ceased.”* 47 PUR(NS) at p. 41. 

The majority opinion says that “the 
findings and the order of the Commis- 
sion are not founded upon, nor sup- 
ported by, competent evidence.” The 
record, in my judgment does not war- 





8 The order of the Commission is as fol- 
Ows : 

“1, That Pennsylvania Telephone Corpora- 
tion, respondent, on or before December 28, 
1942, file, to be effective January 1, 1943, sup- 
plements to its general tariff, Pa. P.U.C. No. 
28, inocrporating such changes and additions 
to its rules and regulations as may be neces- 
sary in order to conform with the Commis- 
sion’s findings herein set forth, and specifical- 
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ly establishing the extent of local message 
service, subject to atttomatic cut-off as ren- 
dered on respondent’s Johnstown exchanges, 
by classes of consumers and exchange areas, 

“2. That the practice of Pennsylvania Tele- 
phone Corporation in terminating local tele- 
phone conversations to individual line sub- 
scribers in its Johnstown exchanges, be dis- 
continued from and after December 31, 1942.” 
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rant this statement. It was volumi- 
nous, and a reasonable appraisal of 
the evidence indicates that it fully sup- 
ported the findings and order of the 
Commission ; there was testimony both 
for and against the device. The final 
order of the Commission (593a- 
617a) discloses that it considered all 
the evidence and the contentions of 
the parties, and sets forth the specific 
reasoning which led to the ultimate 
finding that the service of appellant is 
unreasonable and arbitrary.* I fail 
to see what more the Commission 
could have done in making its findings 
of fact and its order, and I think the 
order of the Commission complies 
with the law in every respect. See 
Cage v. Public Service Commission 
(1937) 125 Pa Super Ct 330, 189 Atl 
896. ‘The question before the Com- 
mission was largely an administrative 
one which must be left to the sound 


judgment and discretion of the Com- 
mission, and its decision if based upon 
such substantial evidence will not be 
disturbed by this court unless it is so 
capricious, arbitrary, or unreasonable 
as to amount to error of law or a vio- 


lation of constitutional rights. John 
Benkart & Sons Co. v. Public Utility 
Commission (1939) 137-.Pa Super Ct 
13, 17, 31 PUR(NS) 451, 7 A(2d) 
588; Consolidated Edison Co. v. Na- 
tional Labor Relations Board (1938) 
305 US 197, 229, 83 L ed 126, 140, 
26 PUR(NS) 161, 59 S Ct 206. We 
have frequently stated that this court 


is not a second administrative body, 
and that we have no power to substi. 
tute our judgment for that of the 
Commission in the decision of such 
matters, and reverse the determination 
of the Commission unless the order js 
capricious, arbitrary, or unreasonable, 
an error of law or a violation of con- 
stitutional rights. Sherman v. Public 
Service Commission, 90 Pa Super Ct 
523, 526, PUR1927D 11. Philadel- 
phia Rural Transit Co. v. Public Sery- 
ice Commission (1931) 103 Pa Super 
Ct 256, 260, 158 Atl 589. It is also 
provided in § 1107, Art. 11, of the 
Public Utility Law of May 28, 1937, 
P.L. 1053, 66 PS § 1437, as follows: 
‘The order of the Commission shall 
not be vacated or set aside, either in 
whole or in part, except for error of 
law or lack of evidence to support the 
finding, determination, or order of the 
Commission, or violation of constitu- 
tional rights.’”’* Cole v. Public Util- 
ity Commission (1941) 146 Pa Super 
Ct 257, 263, 41 PUR(NS) 523, 527, 
22 A(2d) 121, 123. 

It seems to me that the majority 
opinion constitutes a deviation by this 
court from a statutory mandate which 
has been frequently acknowledged— 
we may reverse an order only for er- 
ror of law or lack of evidence to sup- 
port the findings upon which the order 
is based (Infantino v. Public Utility 
Commission [1941] 146 Pa Super Ct 
245, 250, 22 A(2d) 108); and that 
the majority have substituted their 





4“Tn most controversies there are two types 
of fact question involved—questions as to evi- 
dentiary facts and questions as to ultimate 
facts. The first involve the ‘raw elements’ of 
the case, usually what the witnesses observed 
by their physical senses—what they saw, 
heard, and the like. The second have to do 
with the conclusions to be drawn from the 
evidentiary facts. The answers to both types, 
however, are determinations of fact under the 
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accepted rule that an administrative agency’s 
findings of fact are final if supported by sub- 
stantial evidence”: Fact and Law in Judicial 
Review, by Ray A. Brown, 56 Harvard Law 
Review, 899, 902, May, 1943. 

5 This portion of § 1107 of the Public Util- 
ity Law of 1937 has not been changed by the 
Act of July 3, 1941, P.L. 267, § 3, 66 PS 
§ 1437. 
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judgment for that of the Commis- 
sion. It is the judgment of the Com- 
mission and not of this court which 
determines whether the public inter- 
est will be served by appellant’s action. 
As said in American Teleph. & Teleg. 
Co. v. United States (1936) 299 
US 232, 236, 81 L ed 142, 147, 16 
PUR(NS) 225, 228, 57 S Ct 170, 
172: “This court is not at liberty to 
substitute its own discretion for that 
of administrative officers who have 
kept within the bounds of their admin- 
istrative powers. To show that these 
have been exceeded it is not 
enough that the prescribed system 

. shall appear to be unwise or 
burdensome or inferior to another. 
Error or unwisdom is not equivalent 
to abuse. What has been ordered 


must appear to be ‘so entirely at odds 
with fundamental principles : 
as to be the expression of a whim 
rather than an exercise of judgment.” 

We do not sit in judgment on the 
Commission’s wisdom but only on its 
power. See Kurtz v. Pittsburgh (1943) 
346 Pa 362, 367, 31 A(2d) 257. The 
effect of the majority opinion in re- 
versing the Commission is to subordi- 
nate the Commission’s jurisdiction and 
the public interest as determined with- 
in the Commission’s statutory power 
to the discretionary action of appellant 
—a public utility. If the Commission 
under the Public Utility Law cannot 
deal effectively with the present prob- 
lem, its usefulness as a regulatory 
body is seriously impaired, and ade- 
quate utility regulation is impossible. 





NEW YORK PUBLIC SERVICE COMMISSION 


Re LaFargeville Electric Light Company 


Case 10821 
November 4, 1943 


ROCEEDING on motion of Commission as to rules, regulations, 
| ae practices of electric company relating to residential or 
commercial classification and extensions of service in rural tern- 
tory; farm customer held entitled to residential rate and exten- 

sions required. 


§ 355 — Rural electric — Residential or commercial classification — Large 


farms. 


1. The owner of a large farm on which there are three houses, a cow barn, 
a hen house, and an incubator room is entitled to electric service under the 
residential classification, rather than the commercial classification, where 
the company’s residential rate is not restricted to use in individual resi- 
dences and the company is rendering service under it to at least one other 
farm with more than one residence, notwithstanding the magnitude of the 
operations, when the customer is not conducting a manufacturing or proces- 
sing business other than the processing of poultry raised on his farm, 


p. 120. 
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Service, § 187 — Duty to make extensions — War conditions. 
2. An electric company has an obligation to render service to applicants in 
the territory served by it who comply with the provisions of the filed sched- 
ule, and the company should process such applications in the order in which 
they are received and construct extensions promptly when authorized by 
the various Federal agencies which allocate critical materials during war- 


time, p. 124. 


APPEARANCES: Gay H. Brown, 
Counsel (by Sidney Kabalkin, Asso- 
ciate Attorney), for the Public Serv- 
ice Commission; J. Sawyer Fitch, 
Rochester, Attorney, for LaFargeville 
Electric Light Company; S. W. Tut- 
tle, Gouverneur, Comptroller, La- 
Fargeville Electric Light Company ; 
Donald H. Wiltse, Watertown, Attor- 
ney for Clifton H. Timerman; Milton 
A. Wiltse, LaFargeville, representing 
Clifton H. Timerman. 


By the Commission: This proceed- 
ing was reopened by order made Sep- 
tember 9, 1943, after the attorney for 
Clifton Timerman, one of the com- 
plainants, stated that the company had 
not complied with promises which it 
had made to satisfy his complaint. 

The proceeding involved complaints 
of several customers relative to refusal 
of the company to extend its facilities 
to premises of the applicants, amount 
of deposit required, and classification 
of Clifton Timerman as a commercial 
customer. 


Complaint of Clifton Timerman: 

The following facts were brought 
out at the original hearing September 
26, 1942: 

[1] Mr. Clifton Timerman, a farm- 
er and property owner in the town of 
Orleans, has two farms on the same 


line extension. Service is supplied 
under the residential rate to one of 
Mr. Timerman’s farms and to all other 
customers on the line except the 
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schoolhouse and Mr. Timerman’s 
other farm. These two are both un- 
der the commercial rate. The com- 
plaint in this instance is directed 
toward the differentiation between the 
two farms as to the service classifica- 
tion applicable. 

The farm served under the commer- 
cial rate consists of 230 acres on 
which there are three houses, a cow 
barn, a hen house, and an incubator 
room with six incubators having a 
total capacity of 60,000 eggs. There 
are 35 head of cattle and from 3,000 
to 5,000 turkeys on the premises. Four 
or five men are employed steadily and 
from three to five men intermittently. 
The tenant houses are occupied by men 
who work on the farm for ordinary 
farm work and raising turkeys, but 
not for incubator work. 

Service is supplied through a 200- 
ampere service entrance and through 
a single meter and is used for the light- 
ing of all buildings, the operation of 
the milk cooler, water pump, and 
household refrigerator. The electric- 
ity is supplied by. Mr. Timerman to 
the houses occupied by employees 
without charge to such employees. 
The incubators are heated by hot water 
and the use of electricity in connec- 
tion with them is restricted to the 
lighting of the building. The line ex- 
tension from which this service is 
taken was completed in the fall of 
1941. For the six months for which 
figures are given the consumption var- 
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ied between 480 kilowatt hours and 
1,120 kilowatt hours per month. The 
classification under which service was 
to be supplied was not mentioned in 
the application for service which also 
contains the required easements. 

In addition to the operations nor- 
mally expected on a dairy farm, Mr. 
Timerman hatches from 112,000 to 
172,000 eggs per year for himself and 
about 8,000 eggs per year for others. 
He sells about 20,000 baby chicks each 
year and also raises from 3,000 to 
5,000 turkeys which he grows on his 
other farm during the summer but re- 
turns them to the farm in question 
in the fall. The company claims jus- 
tification for its application of the 
commercial rate on the grounds that 
it believes Mr. Timerman to have two 
distinct businesses and three houses, 
all served from a single meter. In the 
opinion of Mr. Trerise the operation 


is a factory, not a farm, and the kill- 
ing, dressing, and shipping of turkeys 
is processing and that custom hatching 
is not an ordinary business for farm- 


ers. He also believes that since the 
200-ampere service is over three times 
as large as the average, it indicates 
abnormal use. He suggests that Mr. 
Timerman might be entitled to a resi- 
dential meter for the dairy farm as dis- 
tinguished from the operation as a 
whole, or for the other operations as 
separate from the dairy farm. In 
other words, that either one but not 
both could be treated as meeting the 
availability requirements of the resi- 
dential classification. He states, how- 
ever, that a farm with 100 cows will 
be on a residential rate the same as 
one with 10 or 12 cows. Mr. Trerise 
stated that the extension contract 
stipulates that the rates would be un- 
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der Schedule P.S.C. No. 7—Electric- 
ity, but that it does not specify the 
service classification. He did not think 
that there was any discussion of the 
rates which were to be charged in con- 
nection with the line extension, al- 
though Mr. Timerman recalled dis- 
cussing the rate and believes that he 
was informed that all of the customers 
would take the same classification. Mr. 
Trerise stated that customers were 
generally only concerned with the 
minimum charge, were not familiar 
with the rates, and that to go into rate 
questions is “just fogging the issue.” 

In order to obviate another hearing 
to provide a record which would show 
conditions with respect to service ren- 
dered Mr. Timerman more adequately, 
the company stated by letter, dated 
April 20, 1943: ‘We will accept Mr. 
Timerman as a residential customer 
unless and until his conditions are so 
changed that he can no longer be 
served with propriety under that classi- 
fication.” 

Under date of August 2, 1943, the 
attorney for the complainant stated 
that the company had refused to trans- 
fer Mr. Timerman to the residential 
rate. Two letters were addressed to 
the company by the tariff bureau with 
respect to the matter but no reply was 
received. The proceeding was then 
reopened and hearings were held Sep- 
tember 24 and October 4, 1943. 

Mr. Tuttle, comptroller, Mr. Tre- 
rise, superintendent, and Mr. King, 
assistant superintendent, presented tes- 
timony on behalf of the company. 

Mr. Tuttle was the company official 
who signed the letter of April 20, 
1943, in which the company stated the 
residential rate would be made availa- 
ble to Mr. Timerman. Mr. Tuttle tes- 


51 PUR(NS) 





NEW YORK PUBLIC SERVICE COMMISSION 


tified that the change in rate was not 
made because the complainant installed 
an electric incubator for hatching pur- 
poses which he felt precluded rendi- 
tion of service under the residential 
rate. Mr. Tuttle made an inspection 
of the premises on August 2, 1943, and 
found that part of the hatching was 
done by a coal heater and part by elec- 
tricity, but was unable to state how 
many of the incubators were electrical- 
ly operated. Exhibit No. 5, which was 
presented by the company, shows a 
large increase in kilowatt-hour con- 
sumption, starting in the month of 
May, 1943, as compared with the kilo- 
watt consumption in the corresponding 
period in 1942. The witness stated 
that he was seldom in contact with cus- 
tomers, that generally determination 
as to the appropriate rate was made 
by Mr. Trerise, superintendent of the 
company. Mr. Tuttle stated that he 
agreed that the ordinary farm in the 
LaFargeville area would have a con- 
siderable amount of poultry, but that 
Mr. Timerman should be classed as a 
commercial customer because his let- 
terhead states he does custom hatching 
and has incubators installed in which 
he can set 60,000 eggs for hatching; 
that he is selling eggs; and he hatches 
a tremendous volume of poultry which 
he sells to others. The witness said he 
made a tour of the farms around La- 
Fargeville; that many of them are 
dairy farms which also have consider- 
able poultry ; are conducting a business 
from which they derive an income 
which in dollars and cents may be as 
large or larger than the income of Mr. 
Timerman; and that such customers 
are classified as residential customers. 

Mr. King, assistant superintendent 
of the company, who has charge of 
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line construction, testified that he js 
familiar with the territory served by 
the company and estimates that two- 
thirds of the customers are farm cus- 
tomers. The company has approxi- 
mately 238 customers. He states that 
the average farm has 25 to 40 head of 
cattle, about 200 head of poultry, and 
the farm is operated from a profit 
motive standpoint. To his knowledge, 
Mr. Timerman is the only farmer 
classified as a commercial customer. 


Mr. Trerise, superintendent of the 
company, stated that he determines 
under what service classification a cus- 
tomer would be served; that his de- 
termination would be final unless ob- 
jection were raised by the customer, 
in which case the matter would be re- 
ferred to company officials; but he 
knows of no case in which the latter 
course was necessary. He stated that 
Mr. Timerman is the only farm cus- 
tomer of the company on the commer- 
cial rate. The witness said that the 
business all the farms in the company 
territory do is similar to the business 
conducted by Mr. Timerman with re- 
pect to dairying and poultrying; and 
that there is one other customer of the 
company who has three or more resi- 
dences served through one meter. 

Mr. Clifton Timerman, the com- 
plainant, testified that the farm upon 
which he lives contains 300 acres ; that 
it contains, in addition to his own resi- 
dence, two other houses which are oc- 
cupied by hired help; that the farm 
business consists af dairying, poultry- 
ing, and hatching; that he maintains 
100 head of cattle; carries a flock of 
4,000 laying hens; carries a flock of 
between 2,000 and 4,000 turkeys ; that 
he operates six incubators to hatch 
chickens and turkeys, one of which is 
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an electric incubator and the other five 
hot-water heaters operated by coal fire ; 
and that he employs between seven 
and fifteen people. The witness stated 
an adjoining farm he owns contains 
200 acres and that he owns another 
farm about 14 miles away containing 
126 acres, which farms are used to 
range the flocks of chickens and tur- 
keys and house the breeders. The lat- 
ter farm also contains part of the dairy 
herd. The witness stated that while he 
had done some custom hatching for 
others in the past, this business had 
been discontinued for at least three 
years and that he had not done any 
since electric service was made availa- 
ble to his premises in 1941. In this 


respect the complainant’s testimony 
differs from that given at the prior 
hearing in September, 1942, but he ex- 
plained it by saying that he misunder- 
stood the question and reiterated that 


he has done no custom hatching for 
others for at least three years. 


A considerable amount of contra- 
dictory evidence was introduced with 
respect to conversations between the 
complainant and the company officials 
concerning what rate would be charged 
when the line was extended to Mr. 
Timerman’s premises in 1941. The 
application for service, which also con- 
tains easement provisions, was re- 
ceived as Exhibit No. 6. The appli- 
cation form states that service would 
be rendered in accordance with Sched- 
ule P.S.C. No. 7, the tariff designa- 
tion, but did not specify the particular 
service classification under which the 
customer would be billed. Considera- 
ble conflicting testimony was also in- 
troduced with respect to what was said 
by the various parties as to the atti- 
tude of the company officials when 
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they became aware of the installation 
of the electrically heated incubator in 
April, 1943, 

The Commission called as witnesses, 
G. I. Vincent, manager, department of 
rates and services, Central New York 
Power Corporation, and G. A. Strain, 
vice president, New York State Elec- 
tric & Gas Corporation, to show the 
general practice as to classification of 
service for farms in the state. 

Mr. Vincent testified that it is part 
of his duties to decide to what rate a 
customer shall be assigned. His com- 
pany has 170,000 residential customers 
of whom 17,000 are farm customers. 
Mr. Vincent stated that the residential 
rates published by his company are 
available in individual residences and 
that if two or more residences are 
served through a single meter the cus- 
tomer would be classified as a commer- 
cial customer. Ifa farm contains only 
one residence that farm is placed on 
the residential rate regardless of the 
size of the business conducted. If a 
farmer produces and processes milk 
which he sells he would be put on the 
residential rate. The witness said the 
size of the business has nothing to do 
with this classification for rate pur- 
poses. If the farmer did not buy the 
milk from someone else he would be 
classed as a residential customer. The 
witness stated that the question is 
when classifying a customer, whether 
the customer processes something he 
does not raise himself. 

Mr. Strain stated that supervision 
over rate matters is part of his duties. 
His‘company serves over 44,000 resi- 
dential customers. Mr. Strain testi- 
fied that the residential rate is only 
available in individual residences and 
that if more than one residence is 
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served through a single meter, the 
block lengths are increased by multi- 
plying them by the number of resi- 
dences supplied. He stated that in or- 
der to obtain the residential rate the 
primary business of a farm must be 
the producing or processing of the 
farm’s own products. Mr. Strain 
stated that he knows that his company 
supplies service to a large number of 
farms with hatcheries, that some 
hatcheries turn out tens of thousands 
of chickens or turkeys, that some use 
electric incubators, and that practically 
all of them are on the residential rate. 


Discussion 

The applicability clause of the serv- 
ice classification in the filed schedule 
of the LaFargeville Company used by 
residences states that it is available 
for “all purposes in residences.” It 
does not contain any limitation as to 
use in individual residences. The ap- 
plicability clause in the other service 
classification in the filed schedule states 
it is available for “all commercial and 
industrial purposes.” 

Farms are generally served on the 
residential rate and company officials 
admit that the Timerman farm is the 
only one on their lines which is billed 
on the commercial rate. They also ad- 
mit that one other farm which is classi- 
fied on the residential rate has at least 
three or more residences on it which 
are served through a single meter, In 
view of the fact that the residential 
rate is not restricted to use in indi- 
vidual residences and the company is 
rendering service under it to at least 
one other farm with more than one 
residence, there is no basis which 
would result in classification of the 
Timerman farm as commercial. 

51 PUR(NS) 


The record indicates the company 
originally classified Mr. Timerman as 
a commercial customer because (1) 
the magnitude of his operations and 
(2) the company felt that he did cus- 
tom hatching for others. These issues 
were gone into in some detail in the 
original hearing and the company 
agreed to transfer the complainant to 
the residential rate. It then refused 
to do so because the complainant had 
installed an electrical heating incubator 
in the hatchery. 

The record does not contain any 
facts to justify a conclusion that Mr. 
Timerman is conducting a manufac- 
turing or processing business other 
than the processing of the poultry 
raised on his farm. The question of 
whether or not he is doing custom 
hatching for others was disposed of 
when he established that he had not 
done any such work for at least three 
years and certainly none since electric 
service was made available to his farm 
in 1941. 

In view of the fact that the record 
shows that other farm customers 
operating under similar conditions to 
Mr. Timerman, except possibly as to 
magnitude, are classified as residential 
customers, the company should be re- 
quired to transfer the complainant 
from the commercial rate to the resi- 
dential rate. 


Extensions 

[2] The proceeding also involved 
failure of the company to extend its 
lines to certain applicants. In some 
instances the extensions had been cer- 
tified by the County War Board and 
use of critical materials approved by 
the WPB. In other instances, no ap- 
plication has been made to the Fed- 
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eral agencies because the company 
executives in New York city had in- 
formed the local officials that the com- 
pany was not in a position to make the 
extension. 

The-company witnesses stated that 
the extensions have not been made be- 
cause materials are not available and 
because of lack of manpower. Mr. 
Trerise stated that the line gang has 
been reduced to a foreman, two first 
class linemen, and an apprentice. Or- 
dinarily, five linemen are employed. 
Advertisements for linemen in papers 
in near-by cities did not have any suc- 
cess. 

The company has an obligation to 
render service to applicants in the terri- 
tory served by it who comply with the 
provisions of the filed schedule. The 
company should process such applica- 
tions in the order in which they are 
received, and construct extensions 
promptly when authorized by the vari- 
ous Federal agencies which allocate 
critical materials. 


Conclusion 

An order should issue directing the 
company to transfer Clifton Timer- 
man from the commercial to the resi- 
dential rate classification. 

The order should contain a provi- 
sion directing the company to begin 
construction not later than November 
15th, of the line extension set forth 
in the application filed with the ‘com- 
pany by George Hagen and for which 
it has secured approval of the War 
Production Board. 

The order should further provide 
that the company file with the Com- 
mission December 1, 1943, and May 
1, 1944, a list of all applications for 
extension of distribution lines, to- 
gether with the date of the application 
and information as to whether appli- 
cation for priority has been filed with 
the proper governmental agency, 
whether approval of the governmental 
agency has been granted, and the ap- 
proximate date when construction will 
be begun. 





CALIFORNIA RAILROAD COMMISSION 


Re Southern Counties Gas Company et al. 


Decision No. 36518, Applications Nos. 25705, 25706 
July 27, 1943 


PPLICATIONS by natural gas utility companies to file emer- 
L \ gency gas service rule; approved. 


Service, § 150 — Limitations on surplus gas service — War. 
Natural gas companies should be authorized to put into effect an emergency 
rule, during a war period, closing surplus natural gas service (a) to new 
or former customers not being served gas at any location, (b) to customers 
for equipment served gas on other than surplus schedules, (c) to present 
surplus customers for equipment using other fuels, where, because of in- 
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creased loads resulting from civilian and war demands, requirements for 


gas have outstripped the ability fully to meet such demands, in order to 
avoid wasteful and uneconomical use and consumption of limited dry gas 


resources. 


By the Commission: The two ap- 
plicants in the above-entitled proceed- 
ings, namely, Southern Counties Gas 
Company and Southern California 
Gas Company, seek an order of the 
Railroad Commission to authorize 
each to file and make effective a rule 
and regulation to be designated Emer- 
gency Rule and Regulation A-5, and 
carrying the caption “Limitation up- 
on Surplus Natural Gas Service.” 
The proposed rule is attached to and 
made a part of the applications as Ex- 
hibit “B.” Each of the two applica- 
tions was filed and docketed separately 
but appropriately may be combined for 
purpose of decision because of the com- 
mon authorization sought and, further, 
because of the common gas supply 
available to both and their interde- 
pendability of one upon the other. 

A review of the applications revealed 
that the proposed filing of said emer- 
gency rule has been brought about due 
to the large increase in both “firm” 
and “surplus” customer demands along 
with the fact that it appears that all 
oil well gas that is made available will 
and can be utilized without wastage or 
blow to the air. The conditions and 
regulations of the emergency rule con- 
templated by applicants and as set 
forth in Exhibit “B” are as follows: 


“EMERGENCY RULE AND REGULATION 
A-5 LimiTaTION Upon SurRpPLus 
NATURAL Gas SERVICE 


“In order that this utility may be 
enabled to make the most effective and 
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economic use of the natural gas avail- 
able and to be available, each of the 
surplus natural gas rate schedules and 
contracts of, and the rules and regula- 
tions governing the sale of natural gas 
by, this utility on file with the Railroad 
Commission of the state of California 
shall be deemed amended and is hereby 
declared amended or reformed to the 
extent that any such schedule, contract, 
rule or regulation is or may be incon- 
sistent, or in conflict, with the follow- 
ing conditions and regulations : 

“1. Surplus natural gas service shall 
be and is hereby declared closed: 

“(a) to new or former customers 
not now being served gas at any 
location, 

“(b) to customers for equipment 
now served gas on other than surplus 
schedules, 

“(c) to present surplus customers 
for equipment using other fuels. 

“2, The Railroad Commission may 
by rule, order, or otherwise establish 
or permit such exceptions from the 
conditions of paragraph 1 hereof as it 
may consider just and reasonable. 

“This emergency rule and regulation 
shall terminate six months after the 
declaration of an armistice with Ger- 
many, Italy, and Japan in World War 
II unless extended by action of said 
Railroad Commission.” 

In further support of the necessity 
of restricting surplus service appli- 
cants point out that all the gas re- 
sources that are presently available to 
them and that can be utilized are no 
more than sufficient to take care of 








RE SOUTHERN COUNTIES GAS CO. 


their present customer demands, and 
that even to supply such present cus- 
tomer requirements it will be necessary 
for applicants to draw more heavily 
upon gas from dry gas resources. In 
this latter respect, it is pointed out that 
applicants and their affiliates have a 
relatively small dry gas reserve and, 
in accordance with Exhibit “A” at- 
tached, if such reserve should be drawn 
on continuously at maximum capacity, 
its average life supply of gas would be 
less than two years. 

The Commission of its own knowl- 
edge, through extensive studies and 
control of the gas industry in this state, 
is quite fully conversant with the ques- 
tions and problems relating to the gas 
supply and customer demands not only 
in southern California, where appli- 
cants serve, but throughout the state. 
Due to the sharply increased gas loads 


resulting both from the civilian and 
war demands, the requirements for gas 
in southern California have out- 
stripped the ability to fully meet such 


demands. The Commission observes, 
too, that the conditions relative to sup- 
plying so-called surplus gas have 
changed very materially. In earlier 
and past years there has been available 
during a great portion of the year, and 
especially in the summer season, large 
volumes of gas produced in combina- 
tion with oil that had no ready market. 
In order to utilize such excess oil well 
gases, tariffs were developed which 
disposed of such gases at rates as low 
or lower than other competitive fuels, 
and the service was subject to curtail- 
ment or discontinuance when this ex- 
cess oil gas supply was not available 
either because there was a reduction in 
production, lack of transmission ca- 
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pacity, or because the firm customers’ 
requirements needed such gas supply. 

In southern California, particularly, 
there are very wide swings in customer 
demands, as between the different sea- 
sons of the year. In later years the 
amount and availability of surplus gas 
developed from oil wells has continual- 
ly declined and, during the last few 
years, it has been necessary to augment 
the oil well gases with gas secured 
from dry gas wells. This latter is 
particularly desirable and has a very 
high utility of value to furnish peak 
load requirements which normally oc- 
cur in the winter season. However, 
with increasing load requirements 
more of this dry gas has had to be fur- 
nished to meet the load requirements, 
not only during the peak season but in 
both the fall and winter periods. Such 
dry gas has even been used to provide 
gas service to customers purchasing 
under the low-priced curtailable sur- 
plus tariffs. Such a practice has been 
followed, in the first place, because it 
was a gradual change and the quanti- 
ties of dry gas thus used initially were 
insignificant. However, at the present 
time very material amounts of such dry 
gas may be used for serving surplus 
customers because the rate tariffs do 
not differentiate as to the source of 
the natural gas. The Commission has 
knowledge that not only have natural 
dry gas reserves been called upon for 
surplus gas service, but likewise gas 
has been drawn from underground 
reservoirs that have had gas reinjected 
and stored in the ground at consider- 
able cost to provide for peak load de- 
mands in the winter season. Certain- 
ly, it would appear most unreasonable 
to interpret that the utility is obligated 
to draw on such reinjected gas in un- 
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derground reservoirs to meet any ex- 
isting or future surplus gas loads. 
Because of these conditions it would 
be most wasteful and uneconomical to 
use and consume the limited dry gas 
resources available to the southern 
California market in large volumes un- 
der the low-priced surplus industrial 
tariffs. Certainly, such gas should be 
conserved as much as possible to meet 
the higher use requirements of the 
utilities’ firm customers, and thus pro- 
long by many years the service life of 
the existing reserves. This is probably 
not an appropriate opinion and order 
to restrict the use of dry gas generally, 
but it has been referred to because of 
the importance of the problem in its 
relation to the closing of the present 
surplus gas tariffs to all new applicants 
for such service and in accordance with 
that closing as hereinbefore set forth. 
It is the opinion of the Commission 
that the closing of these tariffs is not 
only warranted from the longer range 
viewpoint on conservation, but it is 
necessary, even more so, by reason of 
the fact that the continued heavy use 
of these dry gas reserves, that have 
estimated lives in some cases of but a 
fraction of a year will seriously jeop- 
ardize this country’s war requirements 
in providing the necessary fuels for 
the heavy war demands in the greater 
Los Angeles and San Diego areas. For 
the same reason, the Commission rec- 
ognizes the need to protect the general 
public interest and finds that the re- 
strictions as to additional sales of sur- 


plus gas will not, in its opinion, result 
in illegal discrimination between new 
customers and usage denied and those 
customers presently receiving service, 
This action, however, should be viewed 
as an emergency measure and for the 
period provided or until such other 
time as may be established by appropri- 
ate order by this Commission. 

In taking this step the Commission 
is doing so with some knowledge as 
to the increasing scarcity of fuel oil. 
It fully recognizes that old and new es- 
sential war industries, as well as neces- 
sary civilian needs must have made 
available sufficient fuel. Accordingly, 
it is most willing and anxious to work 
with those other state and Federal 
agencies that have control over this 
common problem, and work out means 
of insuring a proper and fair distribu- 
tion of the fuels that are and can be 
made available. 

A public hearing under the circum- 
stances being deemed unnecessary and 
good cause appearing, 

It is hereby ordered that the South- 
ern Counties Gas Company of Cali- 
fornia and the Southern California 
Gas Company are authorized to file a 
rule and regulation designated as 
Emergency Gas Rule and Regulation 
A-5 and on and after the effective date 
of said rule to carry out its provisions 
and in accordance with said rule as 


_ attached to the two applications as Ex- 


hibit “B.” 
The effective date of this order shall 
be the date hereof. 
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In addition to transformers the Kuhlman Electric Co. also manufactures Detroit Rocking Electric 
Furnaces—a load building, revenue producing product. Using electricity rather than fuel, these fast 
melting, efficient furnaces are speeding up the production of essential war needs in ferrous and non- 
ferrous foundries and casting shops. 





KUHLMAN ELECTRIC CO., BAY CITY, MICHIGAN 





UHLMAN TRANSFORMERS 


STURDY ¢ DEPENDABLE e EFFICIENT 





From dam sites and power plants to manufacturing 
plants and homes, Kuhlman Transformers are trans- 
forming electrical energy efficiently day after day 
with a minimum of maintenance. Shown here is a 
bank of three—200 Kva, 60 cycle, single phase O. 
1. S C. Kuhlman Transformers 13800—7200/12470 
Y volts with tertiary for 480/240 volts and one— 
100 Kva, 60 cycle, single phase O. I. S. C. Kuhl- 
man Transformer 480-120/240 volts handling a 
part of the load from one of America’s newer 
dams. For Power or Distribution Transformers (Saf- 
T-Kuhl, O. |. S. C., C. S. P. and Dry Type) or Line 
Regulators it will pay you to get facts and prices 


from Kuhlman. 
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STARTING JANUARY [8th 
IT’S UP TO YoU! 


TARTING January 18th, it’s up to you 

to lead the men and women working in 

your plant to do themselves proud by help- 
ing to put over the 4th War Loan. 

Your Government picks you for this job 
because you are better fitted than anyone 
else to know what your employees can and 
should do—and you're their natural leader. 
Thistime,yourGovernmentasksyour plant to 
meet a definite quota—and to break it, plenty! 

If your plant quota has not yet been set, get 
tn immediate touch with your State Chairman 
of the War Finance Committee. 

To meet your ret quota will mean that 

ou will have to hold your present Pay-Roll 
eduction Plan payments at their peak 
—and get at least an average of one 
EXTRA $100 bond from every worker! 
That’s where your leadership comes in— 


and the leadership of every one of your 
associates, from plant superintendent to 
foreman! It’s your job to see that your fellow 
workers are sold the finest investment in the 
world. To see that they buy their share of 
tomorrow—their share of Victory! 

That won’t prove difficult, if you organize 
for it. Set up your own campaign right now 
—and don’t aim for anything less than a 
100% record in those extra $100 bonds! 

And here’s one last thought. Forget you 
ever heard of “‘10%"’ as a measure of a rea- 
sonable investment in War Bonds under the 
Pay-Roll Deduction Plan. Today, thousands 
of families that formerly depended upon a 
single wage earner now enjoy the earnings 
of several. In such cases, 10% or 15% repre- 
sents but a paltry fraction of an investment 
which should reach 25%, 50%, or more! 
Now then—Up and At Them! 


Keep Backing the AttackI—WITH WAR BONDS 
This space contributed to Victory by PUBLIC UTILITIES FORTNIGHTLY 


This advertisement prepared under the auspices of the United Siates Treasury Department and the 
War Advertising Council 
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Equipment Notes 


“Magic-Grip” Sheave 

A new sheave, designed for quick and easy 
mounting and demounting, has just been an- 
nounced by the Allis-Chalmers Manufactur- 
ing Company, Milwaukee, Wis. 

Known as the “Magic-Grip” sheave, this 
new product locks to shaft in one tightening 
operation. As its tapered split bushing, which 
accommodates normal shaft tolerances, is 
drawn further into sheave, sheave, bushing and 
shaft are locked together simultaneously. 

The new design of the “Magic-Grip,” the 
company contends, permits sheave to be 
mounted closer to motor—increasing bearing 
life by reducing shaft overhang. 

More complete information concerning 
“Magic-Grip” sheaves may be obtained by 
writing for Bulletin B6310, Allis-Chalmers, 
Milwaukee 1, Wis. 


Maximum H.S 
removal per [b. 
of Oxidel 


@ Lavino Activated Oxide is 
made specifically for maximum sulphur re- 
moval is not just a ‘“‘satisfactory”’ purifying 

meédium merely by virtue of incidental 
properties, but is made especially for maximum 
capacity and activity, maximum trace removal 
and shock resistance. As such, we do not believe 
you will find Lavino Activated Oxide has 
any close rival — comparing cost, comparing 
performance and comparing savings 


We'll be glad to tell youall about its remarkable 
record; just write a note on your letterhead to 
E. J. Lavino and-Gompany 
DAVIN 
7’ ON 1528 Walnut St. 
\. Pe te 
“v3 * 


Philadelphia 


Penna. 
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Industrial Progress 


Selected information about products, supplies and 
services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


200-Watt Industrial Fluorescent Fixture 

Sylvania Electric Products, Inc., announces 
the production of a new model. HF-235R in- 
dustrial fluorescent unit, which uses two 100- 
watt lamps and is of the same basic stream- 
lined design as the recent 40-watt lamp 
models, 

Suited to individual or  continuous-row 
mounting, the fixture may be suspended either 
by direct chain suspension, direct conduit 
mounting, messenger cable-clamp assembly, or 
surface mounting with bolt or lag screw. 

The new unit rounds out Sylvania’s line of 
“Fluorescents For The Future” and supple- 
ments the predecessor fixtures, HF-100R and 
HF-150R industrial fluorescent units. 


¥ 


Catalogs and Bulletins 


Metallizing Booklets 

Metco metallizing guns, wires, surface pre- 
paring tools and other metallizing accessories 
are described in detail in catalog No. 42B, re- 
cently issued by Metallizing Engineering Com- 
pany, Inc., 38-14 30th Street, Long Island City 
1,*N. Y. The catalog tells how sprayed metal 
coatings are saving critical materials and man- 
power in the production and maintenance of 
war-needed parts and equipment. 

Metallizing Engineering Company is also 
offering a limited number of copies of its 80- 
page Metallizing Handbook to present and 
potential users of the metallizing process. This 
handbook covers every phase of the process, 
from surface preparation to spraying tech- 
niques and the finishing of sprayed metal coat- 
ings. The Handbook is priced at $1 postpaid. 


Electronics Bulletin 

Worner Electronic Devices, 848 N. Noble 
Street, Chicago 22, Ill., announces the publica- 
tion of bulletin No. 9143 which covers the op- 
eration of photoelectric devices for automati- 
cally controlling equipment for production, 
safety lighting, combustion, sabotage, bur- 
glary, etc. This bulletin is especially edited in 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 
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Save to Win 


with these four simple rules 


of battery care: 


Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if yours is safe. 


Keep the top of the battery and 
battery container clean and dry at 
all times. This will assure maximum 
protection of the inner parts. 


Keep the battery fully charged— 
but avoid excessive over-charge. 
A storage battery will last longer 
when charged at its proper voltage. 


Record water additions, voltage, 
and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of your battery's life 
history. Compare readings. 


If you wish more detailed information, or 
have a special battery maintenance prob- 
lem, don't hesitate to write to Exide. 
We want you to get the long-life built 
into every Exide Battery. Ask for booklet 
Form 3225, 


— Exide — 


CHLORIDE 
BATTERIES 





...is a vital principle 
of utility operation! 


Conservation of materials is no new story 
to the men who operate public utilities. 
With thrift and efficiency they have always 
planned for conservation. 


They’ve squeezed the last ounce of use 
out of materials and equipment in their 
care . . . and today, that need is intensified. 


One helpful principle to follow is that of 
“Buy to Last—Save to Win.” Buy quality 
products and equipment, then care for it to 
avoid neédless replacement. That conserves 
raw materials, labor, and space in factories. 
It frees these productive elements for essen- 
tial war production. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 


Exide Batteries of Canada, Limited, Toronto 
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Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 
If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


L-M Elbows, with compression units 

giving a dependable grip on both con- 

ductors. Also Straight Connectors and 
Tees with same con- 
tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- 
tor leads, etc. Spring action— 
self locking. 
Vi-Tite Terminals for quick 
installation and easy taping. 
Also. sleeve type terminals, 
screw type, shrink fit, etc. etc. 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


PENN-UNION 


(om on, 52s 5 Om ge: | FITTINGS 
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Catalogs & Bulletins (Cont'd) 


nontechnical language for general understand. 
ing and may be obtained upon request. 
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Manufacturers’ Notes 


Todd Combustion Completes 1,000th Set 
Of Burners for Liberty Ships 


Fuel oil burning equipment sufficient to drive 
ten and a Half million tons of Liberty ships has 
been turned over to the U. S. Government by 
Todd Combustion Equipment, Inc., New York 
City division of Todd Shipyards Corporation, 
according to an announcement made on de- 
livery of the firm’s 1,000th set of burners for 
Liberty vessels to the Maritime Commission, 

Officials estimated that if the thousand ves- 
sels equipped with the new burners were 
anchored stem to stern in the Hudson, they 
would extend from Sandy Hook 85 miles up 
the river to a point north of Poughkeepsie, 
Figures for the total amount of cargo they 
would carry would be astronomical. j 


NRFA Holds Furniture Exhibit 


Public utility executives, appliance manufac- 
turers and retail furniture merchants ex- 
changed merchandising viewpoints in looking 
forward to the vast postwar market in major 
appliances at a meeting held in Chicago on the 
opening day of the midwinter furniture exhi- 
bition, January 17th, under the sponsorship of 
the National Retail Furniture Association. 
Leaders in each branch of the industry par- 
ticipated in the discussions with the objective 
of realizing a codperative approach to appli- 
ance merchandising at the end of the war. 

A program calling for closer codperation 
between the public utilities, the chief market 
outlets for appliances, and the retail furniture 
stores, was submitted for discussion. 


Stauffer Appointed Head of American Anode 


B. F. Stauffer, identified with The B. F. 
Goodrich Company for the past 50 years, was 
elected president and general manager of 
American Anode, Inc., at the annual meeting 
of the Akron company held recently. 

Mr. Stauffer succeeds Raymond W. Al- 
bright, general manager of American Anode 
since 1926 who has been named vice president 
and general manager of Distillation Products, 
Inc., of Rochester, New York. 


Addressograph-Multigraph Appointment 

Addressograph - Multigraph, Corporation, 
Cleveland 17, Ohio, announces the appointment 
of P. V. Ward as manager of all Addresso- 
graph activities in Washington, D. C. 


“MASTER*LIGHTS” 

© Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 
© Hospital Emergency Lights. 


CARPENTER MFG. co. 
197 MASTERSLIGHT*MARERS” 
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The machine that discovered 100 people 


EED help? So did this Chicago manu- 
facturer. He put in Addressograph 
simplified business methods—with revolu- 
tionary results! He found he could transfer 


100 men and women to more vital jobs in 


’ Boffice and shop—jobs they liked better and 


where they were worth more. 


He found—as thousands of others are 
fnding—that Addressograph can bring to 
paperwork the same savings of time and 
money, the same increase in efficiency, as 
mass production brought to factories. It is 
anew science, with unlimited opportunities 


of savings for every American business. 


Addressograph machines write payrolls 
and dividends, personnel records and job 
tickets, tool crib records and shipping lists— 
in fact anything that requires accuracy, 


speed and low cost in repeated writing. 


Addressograph (with Multigraph, made 
by the same company) can save you time 
and money in 80% of the paperwork you do. 
You have the machines; let us show you 
how they can make more money for you 
now and for all the years to come. Write or 
call Addressograph-Multigraph Corpora- 
tion—Cleveland and all principal cities 
of the world. 


Addressagraph 


TAADI-UARE RESYS PAT DIF 3 
SIMPLIFIED BUSINESS METHODS 


h and are Reg. T. M. of A 
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.. HELPING TO MEET 
AMERICA’S WARTIME NEEDS 


DIELECTRIC STRENGTH of insulating liquids such as oil and Pyranol* 
can now be tested with greater speed and accuracy, using an im- 
proved 30,000-volt portable test set just developed by G.-E. Self- 
contained and fully metal-enclosed, the tester can be used indoors. 
Test voltage is smoothly variable from 0 to 30,000 volts. When the 
sample under test breaks down, an automatic circuit breaker opens 
the circuit and protects the electrodes. 


AN 85 PER-CENT SAVING in cable copper was made 
by G-E engineers in equipping a new, marine re- 
pair-dock with the necessary a-c/d-c power supply. 
Instead of running multiple-cable ducts around the 
1000-foot dock, a single 2300-volt a-c network was 
installed, with power-outlet receptacles at conven- 
ient locations. At these points, portable motor-gener- 
ator sets or portable substations are employed as re- 
quired to meet the energy needs of any particular 
vessel. Yard cranes easily shift these ‘‘portables” 
to the points where cable connection is most con- 
veniently made to each ship. 


A PROTECTIVE FINISH for aluminum aircraft alloys is applied by 
means of ‘“‘anodizing,”’ which builds up a corrosion- and abra- 
sion-resistant oxide film. To improve efficiency of the widely 
used chromic-acid anodizing baths, G.E. has introduced a group 
of 40-volt motor-generator sets with special characteristics, 
particularly as to the current over-load rating during the first 
phase of the anodizing cycle. Close voltage regulation and con- 
venient control—manual or automatic—are features of the set 
and its associated equipment. *Reg. U.S. Pat. Off. 





SERVICE ENGINEERS in the electric utility industry face a range of problems 
that’s broader than ever—advising on maintenance and repair—showing how 
to conserve power and materials—helping industry meet wartime tasks with 
the right electrical tools. In all these fields, General Electric has new ideas 
to offer, of which these four are typical examples. Your service work will be 
more productive as you keep in touch with what G.E. is doing. General 
Electric Company, Schenectady, New York. 
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A CENTRAL HEATING PLANT 








+ Ric-wiL 


Outstanding among the advantages of 
community planning are the benefits gained 
° from central heating—making it possible to 
purchase beat as a.commodity like gas, elec- 


CONDUIT 


Insulated Pipe Conduit provides the most 
easily installed, dependable, economical 
and efficient system of heat distribution— 
proven by more than a thousand miles of 
all types now in service. 


tricity or city water. Ric-wil Prefabricated 
ADVANTAGES OF CENTRAL HEATING WITH Ric-wil PREFABRICATED CONDUI 


CONSTRUCTION ADVANTAGES: 


@ Conduit furnished complete with prefabricated field 
accessories. 

@ Prefabrication minimizes field work. 

@ Conduit is accommodated in narrow, shallow trench. 

@ Minimum excavation and backfill. 

@ Little or no interference with other construction. 

@ 21-ft. lengths for speedy installation. 

@ All-weld construction provides durable, watertight 
system. 

@ System is efficient, dependable, maintenance-free. 


SERVICE ADVANTAGES: 


© Savings of 15% or better in overall fuel consumption. 

@ Elimination of furnace or boiler tending by consumer. 
Promotes cleanliness in buildings heated. 

@ Provides extra room in building basements. 

@ Decreases fire and explosion hazard. 

@ Reduces smoke and soot, provides cleaner, healthier 

@ community. 

@ Eliminates private coal delivery and ash removal. 

@ Gives uniform, clean heat quickly, whenever needed. 


Write for detailed information on Ric-wil. Conduit for central heat distribution. 


RIC-WIL 


INSULATED PIPE CONDUIT SYSTEMS 
THE Ric-wiL COMPANY - CLEVELAND, OHIO 


GENTS IM PRINCIPAL CIT 
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ByILDING WIRE - IMPERIAL NEOPRENE JACKETED PORTABLE CABLES 


CRESCENT 


PERMACORD 
Heauy Duly Portable 
ff CORDS aad CABLES 


CRESCENT PERMACORD is a tough, flexible, 
heavy duty portable cord or cable for use on IN- 
DUSTRIAL portable drills, appliances, construc- 
tion and mining machinery and welding equipment. 


Durable 


The flexible rubber-insulated copper conductors are en- 
closed in a protective jacket of rubber, vulcanized to an outer 
covering of heavy, impregnated, hard-twisted Seine twine. 
This construction gives maximum flexibility and protection 
from abrasion, crushing, heat, oils, greases and weathering. 
PERMACORD is made in sizes from #18 AWG to 1,000,000 
CM, as well as in standard sizes of WELDING CABLE. 


Proven in Serwice 


PERMACORD has been used for years principally by steel 
mills and mines for their most severe portable cable jobs. 


Crescent Insulated Wire & Cable Co. 


Trenton, N. J. 
MORED CABLE - RUBBER POWER CABLES - VARNISHED CAMBRIC CABLE 
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Horses 
Go By Wire 
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Gates—Intake, Sluiceway and Spillway 
Hydraulic Turbines—Francis and Propeller Types 
Rack Rakes 

Trash Racks 

Valves—Pipe Line and Penstock 


NEWPORT NEWS SHIPBUILDING W 
AND DRY DOCK COMPANY om 
NEWPORT NEWS, VIRGINIA cer 
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SAVE 50% 
IN TIME AND MONEY WITH 











THE ONE-STEP METHOD 

















OF BILL ANALYSIS 





HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usagé data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 


102: Maiden Lane, New York, N. Y. 
Bostes Chicago Detroit Montreal Toronto 


een 
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AN EXTREMELY SENSITIVE THERMOSTAI 





LET'S BE REALISTIC 


There are a lot of enchanting promises floating around about a fantastic 
world we will be living in after the war. Fine—it can't come too soon, but 
it looks like the demands of rehabilitation will determine the course of 
events after the costly struggle is over. 

The order of things during the postwar period will of necessity, call for 
rigid economy throughout the entire program of living. It is natural to 
assume that some changes will be made, and then only where a saving 
can be effected. 

The day dream world is very likely to be out of grasp. for-a little while to 
come. People as a whole are not so much concerned about fancy frills 
or novel ways of doing things as they are about getting back some of the 
basic comforts now denied by war priorities, and among the first of these 
is automatic heat—assured by the Mercoid time proven way of eer 
accuracy and trouble-free performance. 





THE MERCOID CORPORATION, 4219 BELMONT AVE., CHICAGO 41, ILL. a 
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ELANDS 








MOBILE— HARD HITTING - COMMANDO TYPE PERFORMANCE 
IS LICKING TRENCHING JOBS EVERYWHERE 


@ Trenching in the close confined city areas for distribution lines — digging 
main line jobs across country — stripping pipe for reconditioning or take-up 
evidence “CLEVELANDS” versatile, rugged, mobile, fast, compact, powerful 
performance — features that have made “CLEVELANDS” preferred equipment 
by so many Gas Utilities and why “CLEVELANDS” can be found today on 


so many war time projects, military and civilian, global as well as national. 


TRE CLEVELAND TRENCHER COMPANY 
20100 ST. CLAIR AVENUE ey CLEVELAND, OHIO 
“CLEVELAND S” Sau More...Because they Do More 
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Now Off the Press 


WARTIME 
REGULATORY 
PROBLEMS 


A Volume Containing the Entire Proceedings of the 1943 War 
Conference of the 


NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 


Including round-table discussions and reports on the following timely 
and important subjects: 


Fair Rate of Return Under War Conditions—Office of Price Administration 
and Rate Increases, Including Those Brought About by Fuel Adjust- 
ment Clauses—The Incidence of War Taxes: To What Extent 
Should They Be Approved As Operating Expenses—State 
Autonomy in Regulation of Public Service Enterprises 
—Air Transportation Regulation—Utility Finance 
— Telephone Regulatory Problems — Ac- 
counting, Valuation and Depreciation— 

These and Others. 
$6.00 
COMMITTEE. REPORTS SEPARATELY PRINTED AND OTHER 1943 PUBLICATIONS 
OF THE NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 
Depreciation : 

Telephone Regulatory Problems 

Legislation 

Developments in Regulatory Law 

Incidence of War Taxes, address of Clyde O. Fisher of Connecticut 

Accounts and Statistics 

Interpretations of Uniform System of Accts. for Electric Utilities, E-2, E-3, E-4, E-5, E-6.. 
Interpretations of Uniform System of Accounts for Gas Utilities, G- i, G-2, G- 3, G-4, G-5, 


sie vaak of the 1941 Convention . 
Proceedings of the 1942 War Convention 


(Where remittance accompanies order we pay forwarding charges) 


NATIONAL ASSOCIATION OF RAILROAD 


AND UTILITIES COMMISSIONERS 
7413 NEW POST OFFICE BUILDING WASHINGTON, D. C. 
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DO YOU KNOW THESE FACTS ABOUT 


TRAWSITE DOCTS ? 


traffic pressure, it maintains 
strength and true form .. . 


» «In addition, both Transite Con- 
duit and Transite Korduct have 
these characteristics ... . 


1, Incombustible— Made of asbestos 
and cement, they cannot burn. . . will 
not contribute to the formation of 
dangerous smoke, fumes or gases. 

2. immune to electrolysis .. .Transite 
Ducts are non-metallic and inorganic 
... unaffected by electrolysis. 

3. Smooth bore — Making cable pulls 
easier, both at initial installation and 
after years of service. 

4. Easily installed—Lining up is fast 
and accurate because Transite Ducts 
combine light weight, long lengths, 
simple assembly. 


For details and specifications, 
write for Data Book DS-410, 
Johns-Manville, 22 E. 40th St., 
N. Y. 16, N. Y. 
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PROFESSIONAL DIRECTORY 


* This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 


valuations, special reports, investigations, design, and construction. « « 


— 
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THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
WEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANOISOO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








— J ord, Bacon & Davis, 206, BATS Gases 


OONSTRUCTION 


OPERATING COSTS Engineers INTANGIBLES 
VALUATIONS AND REPORTS 
NEW YORK PHILADELPHIA WASHINGTON CHICAGO 








GANNETT, EASTMAN & FLEMING, INC. 
ENGINEERS 


Harrisburg Pennsylvania 











GILBERT ASSOCIATES, Inc. 





SPECIALISTS 





P ENGINEERS is 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention, 

















CHAS. T. MAIN. INC. 
ARCHITECTS — ENGINEERS 
Power Surveys—Investigations-—V aluations—Reports 
Steam, Hydro Electric and Diesel Plants 


Boston, Mass. a=6 Washington, D. C. 
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J. H. MANNING & COMPANY 


120 Broadway, New York 


ENGINEERS 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizatiens 


Consulting Mergers 


eering 
Public Utility Affairs including Integration 








Ki PUBLIC UTILITY ENGINEERING & SERVICE 
a CORPORATION 
CONSULTING ENGINEERS 


DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 


231 S. LA SALLE ST., CHICAGO (4), ILL. 








mi SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York Son Francisco 








" Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R e ports—Design—Supervision 
Chicago 

















STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ° APPRAISALS 


BOSTON « NEWYORK «© CHICAGO e HOUSTON « PITTSBURGH 
SAN FRANCISCO e LOS ANGELES 














THE J.G. WHITE ENGINEERING CORPORATION 
DESIGN @ CONSTRUCTION ® REPORTS © APPRAISALS 
80 BROAD STREET, NEW YORK 
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Albright & Friel Inc. 


ry 
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Investigations, Valuations, and Reports 
Design and Supervision of Construction 


1520 Locust Street Phila., Penna. 


A. S. SCHULMAN ELEctTRIc Co, 
Contractors 


TRANSMISSION LiINES—UNDERGROUND Disrai- 
BUTION — Powsgr STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 Sout Degarsorn St, Cuicaco 











BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


Mark Wo.Lrr 
Public Utility Consultant 
261 Broapway, New York, N. Y. 


Representing the Public Exclusively 
Since 1914, 














BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


J. W. WOPAT 


Consulting Engineer 


Construction Supervision 
Appraisale—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 




















EARL L. CARTER 


Consulting E aeerer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 








JACKSON & MORELAND 
ENGINEERS 
PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 


DESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 











JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection wi 
rate inquiries, depréciation, fixed capitel 
reclassification, original cost, security. issues. 











DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 


Founder of Tree Surgery 


Service 
In spite of demands that Uncle 
Sam has made on Davey per- 
sonnel, we are still able to find 
and train enough good men to 
enable us to continue to deliver 
reliable service. 


Always use dependable Davey Service 
DAVEY TREE EXPERT CO. KENT, OHIO 


DAVEY TREE SERVICE 
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HELP MEET THE 


The shortage of typists and other office help is 
being met successfully through the use of Egry 
Business Systems. 


EGRY SPEED-FEED may be attached to any stand- 
ard make weer in One minute, and with Egry 
Continuous Forms, doubles the output of the oper- 
ator—makes one machine do the work of two. 


Pes 


EGRY TRU-PAK Ragionee speeds the writing of 
ej} handwritten records. Assures control over every 
usiness transaction. 


EGRY ALLSET Forms, the modern single set forms 
for speed writing all business records. Individually 
bound sets, interleaved with one-time carbons, 
ALLSETS are ready for immediate use either over 
the typewriter or when written by hand. 


THE EGRY REGISTER COMPANY - 


\IANSCSS ww wae 


F EGRY phen Uniting 
BUSINESS SYSTEMS 


LABOR SHORTAGE 


EGRY CONTINUOUS Forms increase the output 
of operators by 50% and more because they elimi- 
nate many time-consuming operations. Furnished 
with or without interleaved one-time carbons. 


Whether your records are 

written on the typewriter, 
billing machine, or by hand, 
there is an Egry System for every 
departmental activity. Egry Busi- 
ness Systems save time, money 
and materials, and afford com- 
plete control over every recorded 
transaction. To fully appreciate 
their usefulness, you should see 
them in action right in your own 
office. Free demonstrations may 
be arranged at your convenience. 
Complete information on rfe- 
quest. There is no cost or obli- 
gation. Address Dept. F-120. 


Dayton, Ohio 


EGRY CONTINUOUS FORMS LIMITED, King and Dufferin Sts., Toronto, Ontario, Canada. 
Egry maintains sales agencies in all principal cities. 
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The Fortnightly lists below the advertisers in this issue for ready nde 
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FIRST Choice in Critical Judustries 


FIRST choice for controlling vital flow lines in U. S. Government fuel dumps. 


FIRST choice for drastic line service in synthetic rubber producing plants. 
FIRST choice for conquering abrasion in mud lines for rotary oil well drilling. 
FIRST choice in chemical plants for handling corrosive & erosive liquids & slurries. 
FIRST choice in petroleum refineries for handling high temperature hydrocarbons. 


FIRST choice on pipe lines for complete safety in handling oil, gas and gasoline. 


MERCO NORDSTROM VALVE COMPANY a Subsidiary of Pittsburgh Equitable Meter Co. 


Main Office: Pittsburgh, Pennsylvania @ Branches: Boston ® Buffalo @ Brooklyn @ Chicago 
Columbia, S. C. @ Houston @ Kansas City @ Los Angeles @ Atlanta @ New York @ Oakland 
Seattle @ Tulsa @ San Francisco 


NORDSTROM LUBRICATED VALVES 
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With electric motors for a bomber’s ac- 
cessory equipment ranging into dozens 
of horsepower, considerable electricity 
has to be distributed to many- points 
throughout the plane. Bus systems 
have become regular networks—‘“like 
all downtown”, says one engineer—so 
that their weight introduces a serious 
problem. 

Aluminum buses, in the sizes and 
forms pictured above, are helping to 
take care of this weight problem. For 
aluminum, as you know, though high 
in current-carrying capacity, is likewise 
light in weight. Aircraft engineers are 
profiting by the properties of aluminum 
which long ago led electrical men to 


adopt it for their power lines and buses, 

Whether your specialty is airplanes, 
power lines, heavy machinery, walkie- 
talkies or household appliances, versa- 


tile aluminum offers you many other 


advantages. It is nonmagnetic, non- 
sparking and nontoxic. It is an exeel- 


lent conductor of heat and reflector of © 


light. Its ability to resist corrosion is,” 


of course, well-known, 


Manufacturers of materials for war 


are constantly discovering new ways ol 


bettering their products by empioying 
Alcoa Aluminum. Our engineers are 
available for assisting in this work. 


Atuminum Company OF | /AMFRICA, — 
2134 Gulf Building, Pittsburgh, Penna. © 
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